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PREFACE 

The prospects of peac£ through an Allied victory are at last 
peginning to emerge from the uncertainties of the fortunes 
pf War. Yet, instead of greeting them with joyful anticipa¬ 
tion the ordinary man regards them’'with something akin 
to mixed feelings. On the one hand he feels immensely 
gratified by the escape from the danger of German world 
domination and by the hope of seeing the end of the War 
in the not-too-distant future. On the other hand, he is* 
becoming increasingly worried about the utter uncertauff^ 
flf his prospects after the War. 

Now that people rightly or wrongly believe that the end 
of the war is within sight the question is being asked more 
and more frequently, “ What will happen to me when peace 
* breaks out J ? 55 This question preoccupies the minds of 
soldiers, sailors and airmen on active service during spells 
of enforce^ inactivity between fighting or training. It 
preoccupiej the minds of millions of women in uniform, 
civil defence workers, munition .workers, the army of 
temporary civil servants, in brief every man and woman 
who has to earn a living. It worries also those who before 
the War were largely independent of current earnings, and 
who now wonder whether their capital will be worth 
anything after the War. 

It is true, the Government promised freedom from want 
for all. It embodied this promise in the Atlantic Charter. 
A great many people are inclined, however, to regard 
u freedom from want 99 as a mere catchword, the equivalent 
in this War of “ a world fit for heroes to live in ” promised 
in the last war. The undertaking given in the Atlantic 
Charter is essentially vague, and the Government’s Employ¬ 
ment Policy indicated in the White Paper published in May, 
1944, has failed to give adequate assurance beyond the 
transition period. Very little has been done to relieve 
the minds of those engaged in winning the War of the 
Inderstandable anxiety that, having done their duty to 
their country, they would be cast aside and forgotten. 

The Unknown Soldier to whom this book is dedicated, 
and all his brothers and sisters in the various Services, 
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workshops, mines, farms and offices have indeed good 
reason for worrying about their post-war future. For there 
is a very real danger that the experience of the period that 
followed the last war might repeat itself, only in an even 
worse form. Those in favour of putting the clock back to 
1939 are making a supreme effort to induce the Government, 
Parliament and the public to replace the planned and 
orderly economy established gradually during the War by 
the disorderly scramble for jobs, markets and profits which 
characterised the pre-War period. Should they be allowed 
to have their way—and there is rather more than a possibility 
that they might—it would necessarily mean that a large 
proportion of those whose war-time employment will cease 
would not be able to find peace-time employment, and that 
many of those who would be lucky enough to step into 
civilian jobs during the inflationary boom would swell 
the ranks of the unemployed during the slump that would 
inevitably follow the boom. 

The only hope of achieving full employment and freedom 
from want after the War is through the replacement of 
war-time economic control by peace-time economic planning. 
If control is removed and producers and consumers are all 
let loose to do their best or their worst the result will be 
inevitably chaos, spelling ruin to the rich and misery to 
the poor ; and yet there is admittedly a strong temptation j 
to do away with all the irksome restrictions and hope for the 
best instead of trying to work out our salvation by planning 
our future scientifically. Individualists who would like us 
to let piatters take care of themselves a^gue that, after all, 
the same system of unfettered competition and individual 
initiative was in operation throughout the century that 
preceded the last war, which period had brought unpre¬ 
cedented prosperity to this country. The answer is that 
in the meantime our economic system has become far too 
inf olved to be carried on without regulations in the public 
interest. 

The position may best be compared with the development 
of the traffic problem during the last fifty years or so. It 
would have been unnecessary during the closing years of 
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the last century for the authorities to impose on the public 
the elaborate system of traffic regulations that exists today. 
There were no millions of motor vehicles to crowd the streets 
and roads, and there was no temptation or possibility for 
drivers to indulge in excessive speeding. Fifty years ago 
traffic could carry on without restrictions in the form of 
one-way streets, speed-limits, traffic lights, etc. It is easy 
to imagine, however, what would have happened if during 
the ’thirties, when road traffic was at its highest, traffic 
regulations had been removed in the sacred name of 
freedom. The anarchy of unregulated traffic would have 
reduced the system to absurdity. Doubtless, in accordance 
with the principle of laisser faire the impossible conditions 
thus arising would have corrected themselves sooner or later, 
since the frequency of accidents and the intolerable slowness 
of the traffic would have deterred a number of people from 
using the roads. That would certainly have been a solution 
but it may well be asked whether it would have been prefer¬ 
able to the solution chosen by the Government in creating 
orderly traffic conditions by imposing restrictions. It was 
in the interests of the road users themselves that their 
freedom should be interfered with. 

The same principle applies to the economic system . 
During the nineteenth century the regime of non-interven¬ 
tion worked tolerably well “but in the meantime things have 
become much more complicated. For one thing, the 
volume of financial resources the public can play with has 
increased beyond recognition just as the volume of traffic has 
increased. In the absence of restrictions on the use and abuse 
of these resources in accordance with a central plan the effects 
of their ignorant or malevolent use are apt to be a multiple of 
what it was in the nineteenth century. We saw .that the 
crisis of the early ’twenties surpassed any of the previous 
economic crises in modem times, and that even that crisis 
was in turn overshadowed by the crisis of the early ’thirties. 
Since 1939 the financial resources placed in the hands of 
the public for investment or spending have grown to a 
multiple of their pre-war figure. The scope for errors of 
judgment or abuse has increased accordingly. This means 



viii PREFACE 

that if should return to unplanned pre-war conditions 
the next crisis would be of a magnitude compared with 
which even the so-called “ Great Depression ” of the 
’thirties would pale into insignificance. 

To the millions worried about their post-war prospects 
the message of this book is: “It all depends on you. It is 
for you to decide whether after the War you will be pitch- 
forked into the worst chaos in economic history, or whether 
you will take your place in a well-ordered society. It is 
for you to decide whether after you are demobilised or 
leave your war-time employment you will be left at the 
mercy of the caprices of the labour market, or whether your 
employment will be provided for in accordance with 
scientific plans. If you allow yourself to be persuaded to 
yield to the temptation of removing all restrictions and 
returning to the ‘ good old days ’ when you could do as 
you pleased with your money or your labour, you will 
have to take the consequences. If, on the other hand, your 
answer to individualist agitators is : 

I trust you pardon my correction, 

Restrictions are for our protection, 
then you have every reason to look into -your future with 
confidence. 5 ’ 

The choice lies between drifting aimlessly into the post¬ 
war world, hoping against hope that we shall muddle 
through somehow, or at any rate that we shall be among 
the lucky ones who can find their place under the post-war 
system, and proceeding deliberately towards the aim of 
freedom from want with the reassuring feeling that we are 
engaged in working out our salvation to the best ol our 

ability. _ „ 

The White Paper on “ Employment Policy was 
published just as this book was going to press. It would 
have been impossible at this stage to deal with it in the 
text of the various relevant chapters without delaying 
considerably its publication. For this reason, the author 
confined himself to dealing with the White Paper briefly 
in a Postcript. p. E. 

130, Queen’s Gate, S.W.7. 

October, 1943. 



CONTENTS 


Chapter Page 

PREFACE ....... V 

I. POST-WAR PROSPERITY ? . . . .II 

II. FREEDOM FROM FEAR Versus FREEDOM FROM WANT 25 

III. CAN THE CLOCK BE PUT BACK TO 1939 ? - 41 

IV. WHICH FREEDOM ? ..... 49 

V. THE CASE FOR PLANNING .... 54 

VI. LIMITATIONS OF MONETARY POLICY ... 67 

VII. EMPLOYMENT AND PLANNING .... 78 

VIII. SOCIAL SECURITY ...... 88 

IX. PLANNED DISTRIBUTION ..... 97 

X. PLANNED FOREIGN TRADE . . . IO4 

XI. PLANNING ON A NATIONAL OR INTERNATIONAL 

SCALE? . . . . . .114 

XII. POST-WAR FINANCE . . . . 1 25 

XIII. FOREIGN EXCHANGE AFTER THE WAR . -134 

XIV. PRICES, WAGES AND PROFITS . . 1 44 

XV. CONCLUSION , . . I5I 

l60 


POSTSCRIPT . 






FREEDOM FROM WANT 


CHAPTER I 

POST-WAR PROSPERITY ? 

h’HE progress of the War has been accompanied by an 
increase in the interest of the general public in post-war 
conditions. Even before the War there was much talk 
among the wealthy classes about the social and economic 
upheaval that another war would produce. Indeed, fears 
of such revolutionary changes were largely responsible for 
the support given by a large section of the wealthy classes to 
the policy of appeasement. Since the last war had produced 
fundamental changes in several countries, it was widely 
feared that another even more formidable war might 
bring about a similar result in Great Britain ; hence the 
widespread desire among the wealthy classes to -avoid war at 
all costs. 

The moment war broke out, however, talk about sweeping 
changes after the war came temporarily to an end. For one 
thing, most people were too completely preoccupied with 
the immediate future to think about the more distant 
future. At that time the War had caused no fundamental 
changes in the economic structure of the country, and the 
question whether or not pre-war conditions would ever 
return had not therefore arisen. Nor had the nation 
undergone any suffering or made any heavy sacrifices to 
justify political pressure in favour of far-reaching reforms. 
The predominant majority of the public assumed unques- 
tioningly that post-war conditions would mean return to 
pre-war conditions. In fact, this was the object in the 
minds of all vested interests, both industrialists and Trade 
Unions, and this was the aim of the policy pursued by the 
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Government itself. The camp of appeasers was hoping 
and working for a negotiated peace with Hitler, and was 
convinced that such a peace would be achieved before very 
long. Meanwhile, it was considered essential to depart 
as little as possible from peace economy, because otherwise 
the readjustment after the War would be too difficult and 
too costly. 

This explains why, during the first eight months of the 
War, so little was done towards the intensification of the 
economic war effort. Month after month aircraft manu¬ 
facturers, and arms manufacturers in general, were engaged 
in endless discussion with the Government to decide what 
their position would be after the War if they extended 
their plants. Half the building trade was unemployed. 
Even though the plans for the extension of arms plants 
and for the erection of new arms factories were all ready, 
work was held up because both Government and indus¬ 
trialists were afraid that, as the War would soon be over, 
the country would be landed with a number of unwanted 
factory buildings and surplus equipment. The War was 
run in such a way that if it had terminated at any time 
during that period everything could have been resumed 
exactly where it was left in September, 1939. 

Nor were the industrialists alone in believing in the 
necessity of maintaining the pre-war status quo. The 
Trade Unions, too, were determined to resist any changes 
that might affect their post-war position. They were 
opposed to the extension of working hours and to any other 
major changes in working conditions. They were reluctant 
to agree to the admission of large numbers of additional 
workmen, for fear that their competition after the war 
might tend to lower wages. They, too, considered it more 
important to defend their pre-war privileges than to achieve 
the maximum of economic war effort. 

During that period there was very little said about the 
likelihood of any fundamental changes after the War ; 
indeed, there was no reason for anticipating any such 
changes. For all practical purposes the War was run still 
on the basis of peace economy. 
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This state of affairs underwent a complete change from 
SMay, 1940. After the advent of Mr. Churchill the country 
embarked on feverish activity and intensified its economic 
War effort. Considerations of the effect of changes on 
post-war conditions were swept aside in face of the necessity 
of making the utmost effort for the sake of survival. 

It was not until May, 1940, that it became the declared 
object of the Government and of the country to concentrate 
all efforts on the successful pursuit of the War. The result 
was that production, distribution and consumption were 
gradually reorganised on a War footing. The Trade Unions, 
too, willingly agreed to suspend their privileges for the 
duration of the War in the interests of an increase of arms 
production. After a while it would have no longer been 
possible to resume where we left off in 1939, even if peace 
had been concluded some time during the second half of 
1940 or in 1941. In many respects the economic system 
departed considerably from pre-war "conditions. The 
return to peace economy would have necessitated therefore 
a readjustment the degree of which was increasing as the 
economic war effort made progress. 

This was one of the reasons why so many people began 
to wonder what things would be like after the War. There 
were, however, other reasons. From May, 1940, onwards 
the predominant majority of the workmen threw themselves 
wholeheartedly into an intensified effort to increase arms 
production. Thev worked miracles during the period 
between Dunkirk and the end of the Battle of Britain. It 
was their intensified efforts that produced those additional 
squadrons of Spitfires which just made the difference 
between defeat and victory in September, 1940. Those 
who worked endless hours for months rightly felt that they 
deserved something better than the return to pre-war 
conditions, with large-scale unemployment and inadequate 
social assistance. 

The sufferings inflicted on a large section of the population 
by the German air raids from August, 1940, also contributed 
towards creating a feeling in favour of drastic changes after 
the War. It was indeed necessary to holdnout hopes to the 
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public in order to make life more bearable to them amidst 
the horrors of almost incessant aerial bombardment. During 
the early period of the “ Blitz ” it appeared as though air 
attacks had become a permanent feature of our everyday 
life for the duration. We in London had grown accustomed 
to expecting the sirens soon after dark and frequently even 
by daylight. We had to face it day after day, night after 
night, apparently without any prospect of relief. The 
Government was not in a position to hold out much hope 
for years to come. As Mr. Churchill declared on assuming 
office, he could only promise ££ blood and tears and sweat 
and toil.” The prospects of victory, we can now admit it 
frankly, were very remote and uncertain. After the rude 
awakening in May, 1940, any optimistic views in that respect 
were considered wishful thinking. It would have been 
useless to try to keep up the spirit of the people by promising 
an early termination of their sufferings and sacrifices. 

It was in such circumstances that a growing agitation in 
favour of sweeping post-war changes developed. The 
Government itself remained silent on the subject of post¬ 
war schemes for a long time. Mr. Arthur Greenwood was 
put in charge of post-war planning, but nothing was heard 
about the plans his department had elaborated. The 
general view was that those holding official positions were 
too busy with the War to find time for post-war planning. 
This included also the majority of economists, since they 
were employed by various Government Departments. It 
was a layman, Mr, J. B. Priestley, who initiated public 
discussion on post-war reforms. His broadcast ££ Post¬ 
scripts ” gave rise to widespread protests on the part of 
those who wanted to put the clock back to 1939 after the 
War, and their combined influence succeeded in inducing 
the B.B.C. to discontinue Mr. Priestley’s talks. Beyond 
doubt his talks were vague and pompous, and irritatingly 
self-opinionated. Nevertheless, it is to Mr. Priestley’s 
credit to have started the controversy which has been going 
on increasingly ever since, and which has contributed to a 
very considerable extent to the development of schools of 
thought on our post-war system. 
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The second phase in the evolution of the discussion of 
post-war economic problems lasted from May, 1940, to 
December, 1941. During that period there was nothing in 
the military situation that would have justified any concrete 
hope of victory. Active intervention by the United States 
appeared unlikely, and even though Soviet Russia entered 
the War in June 1941, everybody was convinced that her 
defeat was a mere matter of months. During the eighteen 
months of this phase there was an increasing desire on the 
part of the public to hear and read about post-war problems, 
largely as a means of escaping from the grim reality of the 
military situation and from the bleak hopelessness of the 
outlook. An invasion was expected at almost any moment, 
and even though the attack on Russia diverted the Luftwaffe 
from this country, the resumption of large-scale raids was 
regarded as a question of time. There was very little 
comfort to be gained from the War situation and War 
prospects, and it was only natural that people should try 
to seek comfort through speculating about the post-War 
situation. 

Towards the end of 1941 this state of affairs had undergone 
a change, partly owing to the evidence of successful resistance 
by Russia, and partly through the entry of the United States 
into the War. Even though the Allies suffered some 
humiliating reverses during the first half of 1942, it was 
becoming increasingly obvious that the tide was turning in 
their favour. The discussion of post-war conditions assumed 
in such circumstances an entirely new significance ; it 
ceased to be mere escapism. For the first time since the 
beginning of the War it was now possible to entertain 
realistic hopes of victory. Even confirmed pessimists had 
to admit that the chances of victory were improving. It 
had become necessary therefore to prepare for the peace. 
The appetite of the public for material on post-War con¬ 
ditions was growing. Nor had official circles upheld their 
refusal to consider post-War problems amidst their pre¬ 
occupations over the War. During 1942 there was a 
considerable amount of official discussion on post-war 
^problems both within Government Departments, between 
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Departments and between the Allied Governments. 

The Uthwatt Report, the Scott Report and the Beveridge 
Report were some of the published results of the considera¬ 
tion of post-war problems under official auspices. But the 
bulk of the material elaborated by the Government itself 
had remained unpublished. This was due in part to dis¬ 
agreement within the Government about the official 
attitude towards post-War problems, and in part to reluct¬ 
ance to stir up political controversy by declaring definite 
post-War aims. It was not until the beginning of 1943 
that the Government ventured to come out into the open 
with certain aspects of its post-War policy. Heated con¬ 
troversy aroused by the official declarations on the Beveridge 
Report and by the Prime Minister’s broadcast “ 4-years’ 
plan ” showed that fears that official declarations on post¬ 
war programmes were liable to endanger national unity 
were by no means exaggerated. It was because of these 
fears that for a long time the Government as a whole 
remained non-committal. Even though from 1942 onward 
individual Ministers, especially Mr. Herbert Morrison and 
Mr. Eden, expressed some definite views on post-War 
economic and social plans, they did so in their personal 
capacity and their statements did not bind the Government, 
which as a whole has remained non-committal. This was 
partly because most problems had international implications 
and had to be discussed with the United States Government 
and other Allied Governments before a public statement 
could be made. 

Meanwhile, the discussion of post-War problems by 
the public has become more general One of the decisive 
factors in the trend of these discussions was the unexpected 
success of the Russian resistance to the German onslaught. 
It was unexpected largely because of the widespread 
assumption that under the Communist regime Russia was 
hopelessly inefficient. The experience of the Russian 
resistance, however, has proved to the world that, so far 
from this being the case, Soviet Russia is incomparably 
more efficient than Czarist Russia was a quarter of a century 
ago. It is true the Soviet Government had diverted a very 
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large part of the productive capacity of the Soviet Union 
to bunding up a powerful army over a period of many 
years. But the fact that it was possible to do so and at the 
same time to industrialise the Soviet Union, without 
actually reducing the population to starvation, shows that 
the organisation of Soviet economy was, in reality, much 
more efficient than most of us were prepared to believe 
until 1941. We were all inclined to dismiss the Soviet 
Government’s statistics before the War as sheer propaganda 
and to exaggerate the importance of individual instances 
of inefficiency that were brought to our notice. Welmagined 
that since even in time of peace the population of the 
Soviet Union existed on a bare subsistence level, a major 
war, or even a prolonged mobilisation, would be sufficient 
to disorganise hopelessly her economic system, and to bring 
about a complete breakdown similar to that experienced 
during the Civil War that followed the Communist Revolu¬ 
tion. We were therefore astonished to see that the economic 
system of the Soviet Union was able after all to stand the 
immense burden of the largest mobilisation in history, in 
spite of the German occupation of some of the most 
important industrial and agricultural regions. The removal 
of Russian arms industries from the vulnerable areas to 
safer areas during 1941-42 would have been a remarkable 
achievement even hi time of peace. The rapid development 
of new industries beyond the Ural mountains would have 
done credit to the efficiency of any nation and of any system. 

These facts were bound to influence the trend of thought 
on post-War economy. Even though the number of those 
who, in the light of the Russian experience of 1941-1944, 
became drawn towards Communism is relatively small a 
much larger number of experts and laymen alike were led 
to revise their ideas about the relative importance of 
individual initiative and planning in the economic system. 
The success of the Russian Armies has come to be widely 
regarded as the proof of the superiority of planned economy 
over laissez-faire. The view that after all private enterprise 
and free competition are not an indispensable condition 
bf efficiency has gained popularity. Most of those who 
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have adopted that view would be indignant if they were 
described as Communists ; indeed, they are not even 
Socialists. They do not favour the abolition of private 
enterprise on the pattern of the Russian experiment. 
Above all, they strongly condemn dictatorship. What they 
do feel is that since the superiority of planned economy over 
unplanned economy has been conclusively proved, in future 
private enterprise must be made subject to central planning 
by the Government, and its freedom of action must be 
limited in the public interest. 

Needless to say, this trend in favour of planning did nr*| 
develop without provoking strong opposition. During the 
early phases of the War those in favour of restoring pre-War 
conditions after the War were not very vocal. The growing 
weight of the attack of those in favour of planning, however^ 
provoked a reaction on the part of the individualists. 
Many of them came, out in public in favour of returning 
to the pre-War status quo. The majority of them took, 
however, a totally different line ; they claimed that already 
before the War our economy had departed considerably 
from the ideal conditions of free competition to which this 
country was supposed to have owed its prosperity during 
the 19th century. They argued that between the two 
wars a high degree of Government intervention developed 
and that free competition was increasingly hampered by the 
monopolistic trend of Big Business and Trade Unions. 
They maintained that the shortcomings of the system in 
operation before the War were not due to excessive com¬ 
petition but to insufficient competition ! Consequently, 
they advocated a post-War system under which trade would 
be freed from interference by the Government and com- 
petitipn would be unhampered by business monopolies and 
Trade Union tyranny alike. Between the two extremes there 
is a large but dwindling camp which still envisages a return 
of conditions prevailing before the War. Most of the vested 
interests are in this group but many of them are beginning 
to realise that to anticipate a return of pre-1939 conditions 
would be wishful thinking from their point of view. Conse¬ 
quently, many leading industrialists have declared themselves * 
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openly in favour of planning after the war. Others, on the 
other hand, feel that unfettered competition would be the 
lesser evil and are backing the Rugged Individualists, 

The discrepancy between Right Wing and Left Wing is 
sharp enough but not sharper than that between optimists 
and pessimists. A number of politicians and writers fore¬ 
shadow the advent of the Millennium after the War. They 
believe and want others to believe that once the War is 
over everything will shape out to the best interests of man¬ 
kind. Governments will realise the immense possibilities 
of improving the standard of living. Through their wisdom 
and that of Parliament and the general public, the productive 
capacity of mankind will be utilised to its utmost limit. 
The result will be, the optimists conclude, undreamed-of 
^prosperity for all. 

The pessimists, on the other hand, maintain that since 
the result of the War has been and will be the destruction 
of a very large part of the national wealth of the belligerents, 
and even of the neutrals, the net result is bound to be 
all-round impoverishment for generations. There will be 
the crushing burden of indebtedness which will have to be 
borne by the taxpayers. As far as Great Britain is concerned, 
she will have used up most of her foreign investments and 
will be deprived of the greater part of her invisible exports 
which played such an important role before the War in 
meeting her trade deficit. Indeed, she will have become 
one of the largest debtor nations. In such circumstances, 
the pessimists conclude, a considerable decline in the 
standard of living is inevitable. 

The pessimists sharply reprimand the optimists for 
leading the public into expecting a ’ post-war paradise. 
They recall that this was done also during the last war 
when the fighting men were promised the prospects of “ a 
world fit for heroes to live in.” They recall that these 
promises resulted in bitter disappointment when the 
demobilised soldiers found that the world to which they 
returned was much worse than the pre-War'world. As a 
( matter of fact, the parallel is largely unjustified. During 
the last war promises were essentially vagtie and no specific 
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changes were foreshadowed. On the other hand, during 
this War the prospects of very definite changes are held out 
both by unofficial writers and speakers and, to a large 
extent, even by the Government. During the last war, the 
impression was conveyed to the public that, although in 
substance everything would return to normal pre-War 
conditions, nevertheless, in some mysterious way things 
would be better than before. In this War, on the other 
hand, stress is laid in both official and unofficial quarters 
on the fundamental changes that are expected to be made 
after the War. 

When the pessimists point out the destruction of wealth 
wrought by this War they are on firmer ground. There 
can be no doubt that by the end of this War the total amount 
of material destruction will be even greater than between 
1914 and 1918. Then the devastation was largely confined 
to a comparatively small part of France and Belgium 
which was affected by four years of more or less static 
warfare. In this War, damage of that kind has not so far 
been very large—except in Russia—since warfare has been 
essentially mobile. On the other hand, the damage caused 
by air raids in most countries exceeds considerably the total 
damage of this kind during the last war. In Great Britain, 
in particular, material damage during the last war was 
negligible, apart from sinkings of ships. But in this War 
damage through air raids amounts to many hundreds of 
millions of pounds. What is perhaps even more important, 
the capital assets of this country have been used up and 
worn out to a much higher degree than during 1914-1918. 
The mobilisation of this country’s economic resources has 
been much more efficient than during the last war. The 
extent to which industrial equipment and other capital 
assets have been used up and worn out is also much larger. 
Moreover, the big reserves of foreign assets accumulated 
throughout the 19th century, already materially reduced 
during the last war, have become depleted to a very 
considerable degree since 1939. The pessimists lay particular 
stress on this point. The volume of consumption goods has 
also declined much more than during tfie last war, precisely 
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because production has been switched over from civilian to 
military requirements to a much larger extent. As a result 
of the Limitations of Supplies Order and the Concentration 
of Industries, civil production has become drastically 
curtailed and trade stocks have declined to a fraction of 
their pre-War level. Moreover, owing to rationing, personal 
belongings have been used up. 

How it is possible to imagine in such circumstances, the 
pessimists ask, that the standard of living could be restored 
even to its pre-War level for a long time after the termination 
of hostilities ? In their opinion, it is inconceivable that 
living conditions prevailing in 1939 could be achieved 
again for several decades. In support of their view, they 
quote the examples of the impoverishment that followed 
the big wars of the past. They recall the prolonged misery 
brought about by the Thirty Years 5 War throughout the 
German Empire, and the impoverishment of Europe during 
the decades that followed the Napoleonic wars. Yet, if we 
examine the after-effects of the most recent of the great 
Wars, we find that there was no permanent setback after 
1918. It is true, there was widespread unemployment in 
many countries, but this country and other participants in 
the last war succeeded in recovering'their pre-1914 standard 
of living in a remarkably short time. After twenty years of 
peace, their national wealth was decidedly greater than in 
1914. This in spite of the fact that their post-War recon¬ 
struction was grossly mismanaged. 

If there is one fact brought out by past experience it is 
that of the recuperative power of mankind after great 
disasters. The functioning of this recuperative power had 
been handicapped during past centuries by an inadequate 
monetary system. It took a long time for nations to recover 
from the effects of wars because their Governments, having 
spent all they could raise during the wars, were unable to 
take an active hand in assisting financially in the work of 
reconstruction, and because there existed no modem 
credit system which would have enabled private interests 
to finance their bwn efforts in the absence of Government 
initiative. After 1918 active intervention on the part of 
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the Government was still the exception rather than the rule. 
On the other hand, thanks to the development of the 
modern credit system, private interests were in a better 
position than after previous big wars to finance the necessary 
readjustment of production. Admittedly, the credit system 
after 1918 was still far from liberal and its assistance to 
trade was handicapped by the ultra-orthodox monetary 
policy laid down in this country by the notorious Cunliffe 
Report. So far from helping in the work of reconstruction, 
the Government was actually handicapping it by following 
an out-of-date narrow monetary policy leading to the 
return to the gold standard and to the restoration of the 
pre-War value of sterling. 

Even in the absence of active assistance on the part of 
the Government, and in spite of the grave official mistakes, 
it was possible to restore within a comparatively short time 
the conditions that prevailed before the last war. It seems 
reasonable to assume that after this War, provided that the 
official policy is more enlightened, recovery will be incom¬ 
parably faster in spite of the higher degree of deterioration 
in national wealth and income. Thanks to modern methods 
of production, assisted by central planning and modern 
financial methods, it will be possible to reconstruct in a 
remarkably short time all that has been destroyed, used up 
or worn out. 

It is essential that optimism about post-war prospects 
should be based on concrete argument instead of mere 
wishful thinking. It is so pleasant but ever so futile to 
indulge in day-dreaming about the coming Millennium 
after the War. There are far too many people who imagine 
that merely because they are right in feeling that after the 
War things should be better they are also right in assuming 
that things actually will be better. Nine out of ten speakers 
or writers on post-war conditions who foreshadow great 
improvement compared with 1939 confine themselves to 
generalities and do not go into details of how they exactly 
imagine the improvement will come about. Above all, 
most of them are inclined to assume that once this W a r is 
over everybody will be very wise and very kind and that 
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all classes and races will work unselfishly for the collective 
benefit of mankind. This is a dangerous assumption, 
because it makes the task of post-War reconstruction and 
that of the establishment of a better post-War world appear 
far too easy. In order to bring about the improvements 
foreshadowed by optimists, it is necessary in the first pl^ce 
to devise a better system with all its essential details. It is 
equally important to secure the acceptance of such a system, 
once elaborated, by the predominant majority of the public. 

The first task is within the realm of economists, and we 
all know that it is difficult to find two economists who hold 
exactly the same views of how the salvation of mankind 
should best be attempted. While during the igth century 
there was a large degree of agreement between the majority 
of economic experts about the wisdom of competitive 
capitalism, at present the points on which even a limited 
agreement can be reached by a fair proportion of experts 
are very few indeed. Expert advice is conflicting and the 
politicians on whom final decision rests have to take their 
choice between the various post-War schemes put before 
them. They would have to be supermen to be able to pick 
out the right solution. While the chances are that on the 
basis of the lessons learned during recent years the system 
they will devise will compare very favourably with the 
pre-War system, it does not mean that they will necessarily 
succeed in picking out the one perfect system that provides 
the ideal solution. That system will have to be achieved 
not as a result of a lucky decision of Cabinet committees 
but through trial and error after the War. 

But even if we were to assume that a really good economic 
system will be devised by economists and will be accepted 
by the Government, it does not necessarily mean that it 
will be accepted by the country. Under dictatorship, the 
Government would be in a position to impose the system 
of its choice on the country, but under democracy it is 
necessary to secure the support of the majority of the 
lectorate. N or is this in itself sufficient to ensure the 
success of the scheme. A substantial discontented minority 
is capable of wrecking a scheme endorsed by the victorious 
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majority. While it is inconceivable that a scheme should 
be devised that would command the approval of everybody 
it is necessary to find a solution which does not strongly 
antagonise more than a relatively small fraction of those 
concerned. Indeed, it is an open question whether, if 
the choice lies between a theoretically -perfect system 
acceptable to 60 per'cent, of the population and a somewhat 
less satisfactory system acceptable to 90 per cent., the choice 
of the latter would not produce more satisfactory results. 

So long as the optimists confine themselves to generalities, 
the pessimists have a comparatively easy task in dealing with 
them. On the other hand, once the optimists have produced 
a concrete programme of reforms then it is for the pessimists 
to prove that the proposed changes would not be for the 
better. It goes without saying that those who consider it 
against their economic or political interests to see fundamental 
changes compared with pre-War conditions are roughly 
identical with those who view the prospects of improvements 
after'the War with pessimism. 

It is in accordance with the principles of the historical 
conception of materialism that our views are influenced by 
our economic interests. Those who were doing well out of 
the pre-War system are inclined to believe that that system 
was ideal or, at any rate, as near to the ideal system as it 
is possible in this imperfect world of ours. Consequently, 
they have convinced themselves and are trying to convince 
others that the revolutionary reforms proposed by planners 
would be doomed to failure if adopted, and that consequently 
any bold experimenting would be against the interests of 
mankind. To give credit where credit is due, tribute must 
be paid to the honesty of'these people in refraining from 
promising the nation immediate prosperity as a result of a 
return to pre-War conditions. It would be very easy and 
very cheap to try to outbid the reformers by claiming that 
through putting the clock back it would be possible to 
restore with one stroke the pre-War standard of living and 
to improve it considerably within a brief space of time after 
the War. It must be admitted in all fairness to the opponents 
of planning that they have not so far resorted to that method. 
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Although their pretence in presenting a solution that suits 
their books as if it were in accordance with the interests of 
mankind deserves censure, they certainly have not resorted 
to false methods in pursuing their false aims. Indeed, their 
candour in telling the public not to expect anything but 
harder work for less results after the War is to a large 
extent disarming. The fact of the matter is, however, that 
individualists have no choice in this matter, for their 
promise to increase prosperity by returning to the pre-War 
system was played out during the last war and stands 
utterly discredited. For this reason it is wise, as well as 
honest, on their part to abstain from repeating such 
promises. Instead of praising their own system they abuse 
that of their opponents. Their case is not that on the 
basis of a return to competitive capitalism it would be 
possible to create prosperity after the War, but that any 
other attempted solution would only result in chaos and 
collapse. It is the object of this book to examine if their 
contention is justified. 


CHAPTER II 

FREEDOM FROM FEAR V. FREEDOM THOM W\NT 

This book is primarily concerned with the means by 
which mankind could achieve prosperity after the War. 
Nevertheless, it is essential already at this stage to emphasise 
that freedom from want must take second place after 
freedom from fear. Prosperity without security is purely 
illusory and is liable to be destroyed through the repetition 
of the experiences of 1914 and 1939. The Adantic Charter 
bracketed freedom from want and freedom from fear 
together as the two essential conditions of human happiness. 
In reality, to some extent at any rate, they are rival claims. 
It is possible to achieve freedom from want, temporarily 
at any rate, at the expense of freedom from fear, and it is 
possible to reduce freedom from fear at the expense of 
freedom from want. Ever since 1939 the world has had the 
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opportunity of realising that it is short-sighted in the 
extreme to sacrifice military security for the Sake of economic 
prosperity. Indeed, it may be said without risk of con¬ 
tradiction that the main cause of the present War was that 
economic and financial considerations in the victorious 
countries had prevailed between the two wars over con¬ 
siderations of national defence. 

Immediately after the last war Great Britain demobilised 
her strong armed forces which she built up with great 
difficulty during the course of four years’ hostilities. This 
was in accordance with British traditions by which the 
fighting services had always been starved between wars. 
The assumption was that owing to the strategic advantages 
of inhabiting an island the nation could afford to neglect its 
defences in time of peace and to reconstruct its armed 
forces after the outbreak of a war. Accordingly, after the 
last war the Army was reduced to negligible proportions, the 
Air Force was neglected, and even the Navy was to a large 
extent starved of financial resources. It cannot even be 
said that this policy of sacrificing security was assumed in 
the interest of prosperity. On the contrary, the object of 
reducing the budgetary allocations for the fighting services 
was purely financial. It was to restore the gold standard 
at the pre-War parity of sterling, and to balance the Budget 
at all costs. So far from bringing prosperity this financial 
policy perpetuated a high degree of unemployment through 
the twenty years between the two wars. 

The policy of sacrificing military security for financial 
considerations culminated in the Invergordon naval mutiny 
in September, 1931, when, for the sake of budgetary 
economies, the Government enforced drastic cuts. This 
short-sighted policy paralysed the Navy and reduced its 
prestige just at the moment when the first major act of 
aggression after the last war was committed by Japan in 
invading Manchuria. It remains one of the “ ifs 99 of 
history whether Japan would have dared to risk such an 
act of aggression had it not been for the certainty that the 
Royal Navy would not be in a position to back up the 
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United States Navy in an action to maintain the status qua 
in the Pacific. 

It was not only the fighting services but also the economic 
war potential of Great Britain that suffered through the 
policy of sacrificing military security for economic con¬ 
siderations. The arms industry which was developed 
considerably during the last war was allowed to decline 
after 1918. Apart from the actual extent of the orders for 
armaments which was reduced below the safety line, the 
perpetual talk of disarmament discouraged industrialists 
from maintaining a high producing capacity in the absence 
of actual demand for their products. Short-sighted pacifist 
agitation against armament has a great deal to account for 
This subject has been discussed so exhaustively, however, 
that there is no need for us to dwell upon it. It should be 
sufficient to point out that for considerations of financial 
orthodoxy the Right willingly yielded to the pressure of 
the Left in favour of reducing the fighting forces and their 
sources of supplies. 

There is one respect, however, in which responsibility lies 
entirely with the Right. It is in respect of the dismantling 
of shipyards. Had this country dost the War as a result of 
the U-boat campaign, it would have been almost entirely the 
fault of a handful of narrow and short-sighted bankers and 
industrialists who systematically reduced this country’s 
shipbuilding capacity during the ’thirties. Some of the 
best shipyards were scrapped owing to insufficient orders to 
keep all of them fully occupied. This short-sighted policy 
has largely contributed towards prolonging the War, since 
it has reduced the capacity of the Allies to provide shipping 
space for large-scale military operations and to increase the 
Royal Navy’s capacity to protect convoys. 

The policy pursued by the United States after the last 
war was, if anything, even more short-sighted than the 
British policy. American intervention in the European war 
was followed by the victory of Isolationism. As a result the 
Army was reduced to negligible proportions. Apart from 
the troops needed for the defence of the Panama Canal 
Zone, the United States Army at the time of the outbreak 
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of the War would have been barely sufficient to safeguard the 
country against a Fifth Column rising which, owing to the 
large size of well-organised Axis populations, was a very 
real danger. It is remarkable that while individual owners 
of wealth in the United States went to considerable lengths 
in safeguarding their possessions by means of armoured cars, 
specially trained sharpshooters and other protective 
measures, the nation as a whole did not consider it worth 
while to provide adequately for the defence of its immense 
wealth. It is true that since no attack by land appeared to 
be likely, it was considered sufficient to maintain a sub¬ 
stantial Navy. Even in that respect, however, the United 
States Government was erring on the side of undue economy. 
From the termination of hostilities in 1918 almost until the 
outbreak of the second world war, one of the chief aims of 
American foreign policy was to persuade Great Britain to 
reduce her Navy in order that the United States too should 
be able to reduce her naval expenditure while maintaining 
naval parity. The existence of a large British War Debt 
owed to the United States was a powerful weapon, with 
the. aid of which London was pressed to consent to naval 
cuts. Even though the War Debt was funded soon after 
the last war, hopes were entertained in London that sooner 
or later Washington would consent to a drastic revision. For 
that reason the British Governments were reluctant to 
antagonise the United States Governments, Congress, and 
public opinion by unduly resisting the American de v mand 
for smaller Navies. Many serviceable battleships were 
scrapped on both sides of the Atlantic in pursuance of this 
policy of sacrificing military security for the sake of financial 
considerations. 

Idealistic wishful thinkers in the United States imagined 
that the deficiency of their fighting forces could be made 
good by arousing world opinion against war. It was 
seriously believed that Kellogg Pacts were adequate sub¬ 
stitutes for battleships, guns and warplanes. This in spite 
of the obvious fact that Japan was unimpressed by the 
arguments against war and aggression. It was really 
amazing that while the Japanese menace in the Pacific was 
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1 obviously growing, the United States continued to neglect 
her vital requirements of security. 

Most amazing of all was the attitude of France between 
the two wars. Clemenceau and Foch, who viewed the 
German problem with a sense of realism, were discarded. 
It is true under Poincare France remained on her guard 
during the early post-War years. She viewed with intense 
distrust her neighbour across the Rhine, and as subsequent 
events have amply proved, her distrust was fully justified. 
During the early ’twenties France was prepared to sacrifice 
prosperity for the sake of security. She maintained large 
fighting forces and financed the armament of Poland and the 
Little Entente. By marching into the Ruhr she was 
prepared to sacrifice her chances of collecting reparations, 
for the sake of securing her frontier. With the advent of 
the Radical-Socialist Government in 1924, however, this 
policy was reversed, and even though subsequently Poincar6 
returned to office, considerations of security remained 
subordinated until the eve of the War to considerations of 
budgetary economy. 

It is the irony of Fate that while during the early ’twenties 
when Germany was largely disarmed, France adopted and 
maintained costly measures to safeguard her security, 
during the ’thirties when the German menace was becoming 
increasingly real she was hopelessly neglecting her national 
defences. From 1931 onwards the franc was subject to 
constant adverse pressure and the French Governments 
that followed each other in quick succession considered it 
their main task to defend the franc by budgetary economies 
which were bound to weaken the national defences of 
France. 

In my book France's Crisis , published in 1934, I tried to 
draw attention to the daggers of this policy and urged 
France to devalue the franc rather than defend it at the 
cost of jeopardising her security. I pointed out in conclusion 
that the French nation had to choose between the franc 
and France. This dilemma presented itself in a particularly 
acute form in 1936 after the re-occupation of the Rhineland 
by Hitler. We now know that this move was sheer bluff* 
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Had France displayed firmness Hitler would have had no 
choice but to withdraw his troops in accordance with the 
provisions of the Peace Treaty and the Locarno Pact. The 
reason why France failed to be firm was purely financial; 
When the French Cabinet was discussing the question 
whether there should be partial mobilisation, General 
Gamelin warned the Ministers that, in order to be effective, 
mobilisation would have to be on an impressive scale. 
This would have entailed an additional expenditure of 
some six milliard francs, and such increase of expenditure 
would inevitably have driven the franc off the gold standard. 
Rather than face that eventuality, the Government of 
M. Sarraut decided to accept the situation, and Hitler’s 
bluff was not called. France was sacrificed for the sake of 
the franc. The tragi-comedy of it all was that in September, 
1936, the franc had to be devalued in any case, so that it 
was for the sake of defending it for six months that the 
security of France was hopelessly compromised. The six 
milliard francs which France saved at the cost of abstaining 
from driving Hitler out of the Rhineland are equal to about 
12 days’ occupation costs imposed on her by Germans. 
How right was Hitler when, speaking in defence of Germany’y 
armament expenditure some years before the War, he 
remarked that to spend on arms was cheaper than to pay 
reparations. 

The French example clearly shows the utter futility of 
sacrificing military security for economic considerations. 
During the critical years while Germany’s rearmament was 
proceeding by leaps and bounds, the French fighting 
services were starved of financial resources, owing to the 
efforts made by MM. Flandin, Laval and others to balance 
the budget. This was in accordance with the wishes of 
the notorious “ 200 families ” whq ruled the financial destinies 
of France. Their guilt was shared, however, by their Left 
Wing opponents who, when achieving power in 1936, 
failed to reverse that policy, and who were unable to 
impose on their followers the discipline required for an 
intensified rearmament drive. The Front Populaire was 
too preoccupied with securing freedom from want to have 
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much time for achieving freedom from fear. The increase 
of wages and reduction of working hours was considered 
more important than the security of France in face of the 
growing German menace. 

Among the smaller countries the rich ones were too 
short-sighted and too lazy to rearm, while the poor ones 
were unable to raise the adequate financial resources, 
Denmark disarmed stark naked, much to the satisfaction of 
non-resisting pacifists all over the world, who triumphantly 
quoted her example to show how freedom from want can 
be achieved by means of disarmament. Holland did not 
consider it necessary to unbalance her budget for the sake 
of strengthening her national defences until shortly before 
the War. Belgium was somewhat more realistic, but even 
she hoped to make up for the deficiency of her defences by 
declaring herself neutral. Poland, Czechoslovakia, Rumania 
and Yugoslavia were fully aware of the dangers to which 
they were exposed and were only too willing to strengthen 
their national defences. During the ’twenties France 
financed them on an extensive scale. During the ’thirties 
however, when the increase of their defence forces became 
more important than ever, France, preoccupied with her 
own financial problems, ceased to finance their rearmament. 
Consequently, the large quantities of war materials they 
amassed soon after the last war became hopelessly obsolete 
by the beginning of this War. 

The Asiatic possessions of the European countries were 
also insufficiently defended against the growing Japanese 
menace. It was assumed that owing to lack of adequate 
economic resources Japan would be unable to wage war 
against the European Powers and the United States. Those 
who indulged in such wishful thinking failed to realise that 
if the richest raw material producing countries within 
striking distance from Japan were left undefended Japan 
would be able to secure all the strategic raw materials she 
needed for a prolonged war. For details of this argument 
I must refer the reader to my book The Japanese “ New 
Order ” in Asia , in which I point out that lack of co-ordination 
between economic strategy and military strategy was largely 
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responsible for this gross miscalculation on the part of the 
Allied statesmen. 

If security had been sacrificed for the sake of freedom 
from want it would have been at any rate understandable. 
In reality, in most countries the policy of reducing th 
armed forces and the economic war potential had failed 
to add anything to the welfare of the peoples concerned. 
The labour and producing capacity released as a result of 
that policy was not employed for producing more capital 
goods or consumption goods for the improvement of the 
standard of living. On the contrary, the closing down of 
arms works and shipyards only led to an increase of un¬ 
employment and added to human misery. With the 
possible exception of France no country guilty of neglecting 
its national defences between the two wars enjoyed anything 
approaching full employment. In Great Britain and the 
United States in particular unemployment reached abnormal 
proportions during the Thirties, and could easily have been 
reduced by adopting a policy aiming at strengthening 
national defences. In the circumstances prevailing in the 
democratic countries between the wars the alternative of 
producing guns was not to produce more butter but to 
produce nothing at all. This fact was realised by Hitler 
when he embarked on his sweeping rearmament drive 
partly in pursuance of his ambition of world conquest but 
partly also in order to reduce unemployment, with which 
the previous regime was unable to cope. Impoverished 
Germany, with her financial resources depleted by the last 
war, civil wars and economic crises, did not hesitate to 
disregard those financial considerations which induced her 
wealthy opponents in the last war and in this War to neglect 
their national defences between the two wars. 

It is to be hoped that, as a result of the experience of this 
War, the financial considerations responsible for the short¬ 
sighted policy of the Allies before 1939 will not play the 
same part after this War. It is now widely realised in the 
democratic countries that it is essential in the interests of 
human welfare to make full use of productive capacity 
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instead of allowing production to be handicapped through 
orthodox financial considerations. 

A note of warning is, however, necessary at this stage. 
Once the principle of full utilisation of resources is adopted 
as the basis of post-war economic policy, the conflict between 
the claims of freedom from want and those of freedom from 
fear will manifest itself to a full extent. Field-Marshal 
Goering reduced this problem to a very simple formula 
when some time before the War he declared that the German 
nation had to choose between guns and butter. Under the 
old economic conception it was possible to produce more 
guns without having to reduce the quantity of butter. 
There were millions of unemployed, and ample supplies 
of raw materials, so that an increase of arms production 
would not have necessitated a reduction of the output of 
civilian goods. On the contrary, since an increase of arms 
production meant more wages and more purchasing power, 
it paved the way for an increase of the production of civilian 
goods and for a higher standard of living. If, however, 
under the new economic conception productive capacity is 
fully utilised and full employment is reached, any increase 
in the production of guns can only take place through 
reducing the production of butter. This being the case, it 
will be in a way even more tempting to neglect national 
defences than it was before the War. 

For this reason it is of the utmost importance to make 
the public realise that in the long run there can be no 
freedom from want without freedom from fear, and that in 
any case, if the choice lies between the two, freedom from 
fear is t9 be preferred. The example of Soviet Russia 
should go a long way towards bringing home this truth. 
For many years before the war the Russian people were 
kept on short rations by the Soviet Government because 
a very large percentage of the resources of the Soviet Union 
was earmarked for the direct and indirect requirements of 
national defence. Instead of producing more consumption 
goods, more arms were produced, and the industrialisation 
of the country largely served the purpose of increasing its 
economic war potential. Had it not been for these military 

c 
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preparations the peoples of the Soviet Union could have 
had a much better time for the last ten years or so that 
preceded the War. On the other hand, it is quite certain 
that Hitler would have succeeded in overrunning Russia 
and in enslaving the Russian people. It was, therefore, 
well worth while for Russia to do without freedom from 
want for a number of years for the sake of preparing against 
aggression. 

The “ freedom from fear v. freedom from want 55 conflict 
has international as well as internal aspects. Internally it 
means a choice between a higher standard of living and 
better safeguard against enemy invasion. Internationally 
it means a choice between cast-iron security and a policy of 
appeasement of the potential aggressor for the sake of 
achieving international prosperity. It has been repeated 
to boredom by appeasers that the world after the War cannot 
be prosperous unless Germany is treated on an equal footing 
in the economic sphere. As a result of the influence of 
appeasers the Atlantic Charter virtually promised Germany 
and Japan economic equality. Fortunately, there is a 
conflict between Clause 8 of the Atlantic Charter and its 
earlier clauses providing for economic equality. Clause 8 
provides for the disarmament of aggressors and, sensibly 
interpreted, this would cover also economic disarmament. 
The question is, Will Article 8 be sensibly interpreted ? 
If the appeasers are allowed to have their way Germany 
will be permitted to retain her immense economic war 
potential with the possible exception of her arms industries. 
This would mean that she would be in a position to rearm 
with the greatest ease within a very short time as soon as 
the international political situation made this possible. 
Nevertheless, the appeasers argue that this risk must be 
taken, because otherwise Germany would be reduced to 
misery and her unfavourable economic conditions would 
prevent the development of prosperity all over the world, 
or at any rate all over Europe. 

This point of view receives widespread support among 
adherents of the nineteenth-century Liberal school whose 
political philosophy is based on the principle that the world 
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is interdependent to such extent that depression in one 
country necessarily means depression in other countries. 
They maintain that one of the conditions of world prosperity 
is that Germany should be able to resume her purchases of 
raw materials. In reality the world could well adapt itself 
to a permanent reduction of German international purchas¬ 
ing power if this were necessary. The fact is, however, that 
the economic disarmament of Germany would tend to 
increase German purchases of raw materials rather than 
decrease them. One of the essential parts of Germany’s 
economic disarmament would be the dismantling of her 
' industries producing synthetic raw materials. In the 
absence of such industries she would have to resume her 
purchases of rubber, oil, textile raw materials, etc. It 
would be possible to enable her to pay for these purchases 
by allocating her some overseas markets for the sale of 
her manufactures. This argument is developed in -my 
book Can We Win the Peace ? 

But in any case, even if it were true that there could be 
no world prosperity without granting economic equality 
to Germany from the very outset, then it would be to our 
interest to forego prosperity rather than risk another wjt 
within ten years of the termination of this War. Against thu 
the appeasers argue that prosperity is essential for security 
because nations suffering from adverse economic conditions 
are more likely to embark on aggression than are prosperous 
nations. The facts of history fail to bear out this contention. 
It was a prosperous Germany which committed acts of 
aggression in 1864, 1866, 1870 and 1914. Even though 
Hitler achieved power amidst acute depression, by 1939 
Germany had become once more prosperous, which did 
not prevent her from embarking on another world war. 
Nor is it correct to argue that Hitler’s advent was due 
primarily to the economic depression. The Nazi Party 
was rising rapidly during the late ’twenties when Germany 
was reasonably prosperous. It is true, the increase of the 
number of National Socialists became accelerated during 
the early ’thirties, but this was largely because of the 
evidence of the weakening of France rather than for internal 
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economic reasons. The bayonets from across the Rhine 
were no longer as menacing as before, and consequently 
millions of Germans felt they could now afford once more 
to revert to aggressive nationalism. Moreover, the fact 
that in 1932 when the economic depression in Germany 
reached its climax, Hitler actually suffered a setback should 
not be overlooked. 

The argument that Germany must be made prosperous 
not only for the sake of world prosperity but also in order 
to forestall the development of a new aggressive policy 
receives widespread support among those who hope to do 
business with Germany after the War. This explains why 
New York and the Eastern States which were strongly pro- 
British during the last war now contain strong elements 
in favour of appeasement. Big Business in the United 
States and elsewhere is anxious to make big profits by 
trading with Germany once the War is over, and for this 
reason they readily absorb the teachings of appeasement 
which aim at enabling Germany to become once more a 
big customer after the War. 

Beyond doubt, appeasement would yield substantial 
individual profits to many merchants and bankers. This 
does not mean, however, that it would serve the interests 
of general prosperity and freedom from want. On the 
contrary, since appeasement would be detrimental to the 
cause of freedom from fear it would also in the long run 
be detrimental to freedom from want. It is of vital import¬ 
ance that the Allied nations should realise the extent to 
which the cost involved in securing freedom from fear 
depends on the extent of the economic disarmament of the 
aggressors. If the victorious United Nations confined 
themselves to the military disarmament of Germany they 
would always be exposed to the risk of her lightning 
rearmament. In possession of her present industrial 
capacity, which developed immensely since 1939, Germany 
would be able to rearm at an even more rapid pace than 
between 1933 and 1939. In face of this danger it would 
be absolutely necessary for the Allies to maintain very large 
permanent armed forces. If, on the other hand, the 
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economic disarmament of Germany and Japan is carried 
through, much smaller permanent armed forces would 
suffice to safeguard the security of the peace-loving nations 
and to ensure thereby freedom from fear. Even then it 
would be stark madness to allow their fighting strength 
to decline to the same extent as before 1939. Nevertheless, 
they could afford to reduce materially their standing 
Armies, Navies and Air Forces if Germany and Japan 
were disarmed economically. 

In my book Can We Win The Peace? I put forward a detailed 
programme of the economic disarmament of Germany. 
Its essential points are as follows : 

(1) In the first place, Germany's arms industry will 
have to be stamped out thoroughly. It will not be sufficient 
to scrap the machinery actually engaged in arms production. 
Power plants, factory buildings, etc., will also have to be 
destroyed, and the total capacity of the German engineering 
industry and other industries producing war materials will 
have to be reduced to a corresponding extent. 

(2) The machine-tool industry in Germany will have to 
be dismantled. Owing to the importance of the machine- 
tool industry in rearmament, this will have to be carried 
out very thoroughly, so that Germany should become 
entirely dependent on imported machine tools. This would 
not involve nearly such a degree of hardship as it may 
appear at first sight. Even before the rearmament drive, 
British industries, static as they were, depended largely on 
machine tools imported from Germany or the United 
States. And the industrialisation of Soviet Russia under 
the five-year plan—probably the most spectacular indus¬ 
trialisation in history—was carried out entirely with the 
aid of imported machine tools. There is no reason, there¬ 
fore, why Germany should not maintain highly developed 
industries without possessing a machine-tool industry of 
her own. If Germany has to order her machine tools 
abroad, it will be easier for the Allies to supervise their 
specification and to prevent as far as possible the production 
of machine tools easily convertible for war requirements. 

(3) The industries engaged in the production of synthetic 
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raw materials must be stamped out. For the most part 
they are in any case grossly uneconomical, as the cost of 
production of synthetic rubber, oil, etc., is well in excess 
of that of the corresponding natural products. 

(4) All German oil refineries will have to be dismantled. 
The capacity of oil-storage tanks will have to be reduced 
to, say, three months’ normal civilian requirements. Oil- 
transport capacity will have to be reduced to correspond to 
current civilian requirements. As a result of these measures 
Germany would depend on imported refined oil, and would 
be unable to accumulate a war reserve. 

(5) Any reserves of strategic raw materials found in 
Germany at the time of the Armistice must be seized. 
Likewise, the scrap metal obtained through the demobilisa¬ 
tion of German strategic industries will have to be removed. 
(Machine tools and other equipment taken from Germany 
should be used for the expansion of the machine-tool 
industry in Great Britain, Russia, France and other Allied 
countries.) Germany should not be allowed to accumulate 
a reserve in strategic materials in excess of, sav, three months’ 
civilian requirements. 

(6) The working of non-commercial iron ore, copper, 
etc., mines should be discontinued. Their equipment 
should be removed. 

(7) All German industrial undertakings employing more 
than twenty workmen should issue non-dividend-bearing 
management shares representing 51 per cent, of the total 
votes. These shares should be taken over by Allied Govern¬ 
ments, who would appoint representatives on the Boards 
and Executives of the German firms, in order to keep their 
activities under constant supervision. Objections on the 
ground that the secrets of German industries would thus be 
exposed to their foreign rivals can be met by a scheme of 
an international allocation of markets to be described below. 

In my book Can We Win The Peace ? I suggested that 
these management shares should be allocated to the 
corresponding Allied industrial interests. In the meantime, 
however, the facts concerning collaboration between 
American and German industries before the War led me 
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to revise my conclusions. In many instances allied indus¬ 
trialists could not be safely entrusted with supervising 
German industries from the point of view of national 
security. While there is probably no foundation for the 
charges of deliberate treason that are often voiced against 
internationally-minded industrialists and Big Business men, 
there would certainly be a risk that their attitude would 
be guided primarily by business considerations. It is 
conceivable that if Germany was the cheapest country for 
the production of poison gas the international chemical 
combine would allocate to its German participants the 
production of all poison gas, not because they want to 
place Germany in a position to make war, but simply 
because this solution appears to be the most profitable. 
For the sake of freedom from fear it is necessary to place 
the control of German industries in the hands of Allied 
Governments rather than Allied industrialists. 

(8) An “ inverted new order ” should be adopted, by 
which the European continent should be made largely 
ndependent of German trade, and Germany should be 
made largely dependent on imports from overseas. This 
is an essential condition of peace, as it would increase the 
difficulties of German rearmament and accumulation of 
war stocks in time of peace, and would increase the effective¬ 
ness of a naval blockade in time of war. To achieve this 
end would require the following measures : 

(а) Artificial lines of production established for the 
benefit of Germany—such as soya-bean production in the 
Danubian countries—will have to be discontinued. 

( б ) The conversion of land in Northern, Eastern and 
South-eastern Europe to wheat production for the benefit 
of Germany will have to be reversed. 

(c) The oil deposits in Rumania and Poland, which are 
within striking distance from Germany, will have to be 
exhausted within the shortest possible time by means of 
forced exploitation. 

( d ) The countries of South-Eastern Europe should be 
assisted in the development of their industries ; as a result 
these countries would cease to depend on Germany for their 
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essential manufacture requirements, and their exp rt 
surplus of land products would decline. 

(e) Continental countries within striking distance f am 
Germany should keep overseas their reserves of strr t egic 
materials, and should only import quantities sufficient to 
cover current requirements, with a reserve of three months’ 
supply in hand. 

Thanks to these measures Germany and other aggressors 
would be gravely handicapped in any fresh attempt at 
rearmament. This would mean that the United Nations 
would have ample time and opportunity to reinforce their 
armed strength whenever there was evidence of preparations 
in Germany for rearmament. These preliminary prepara¬ 
tions would take so much time that the United Nations 
would be able to intervene with considerable strength 
before German rearmament had reached menacing pro¬ 
portions. 

What has been said above does not necessarily mean 
that Germany must be reduced to abject poverty for the 
sake of the security of the other nations. Indeed, the 
United Nations should do everything to secure and main¬ 
tain a high standard of living in Germany in so far as this 
could be done without enabling her to rearm once more. 
Germany should be given a fair share in the prosperity to 
be achieved through partial military disarmament made 
possible by her economic disarmament. It is necessary, 
however, to bear in mind that first things must come first. 
If it is worth while for the peace-loving nations to sacrifice 
part of their own prosperity for the sake of their security, 
they certainly should not hesitate to reduce the prosperity 
of the German nation in so far as this is essential in pur¬ 
suance of a policy of Germany’s economic disarmament. 
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CHAPTER III 

GAN THE CLOCK BE PUT BACK TO 1 939 ? 

During the War there has been a growing belief that 
onditions prevailing in 1939 will never return. Those 
who were dissatisfied with pre-War conditions have worked 
themselves into an almost fatalistic conviction that things 
are bound to change fundamentally after the Wan They 
have been encouraged in this belief by political propaganda 
and even by official quarters which regarded it as a good 
method of keeping up the spirit of fighting men and working 
men. Opinion among those who stood to lose by any 
fundamental changes has been divided. A number of 
them, especially members of the younger generation, have 
either accepted with resignation the inevitability of changes 
which would deprive them of their pre-War privileges, or 
even welcomed with youthful enthusiasm the prospects of 
such changes. On the other hand, a very substantial part 
of these classes—especially the older generations—have 
entrenched themselves to defend to the last ditch their 
pre-War privileges if they should be attacked after the 
War. They firmly believe that there should be no major 
changes, and some of them have succeeded in persuading 
themselves that there will be no such changes. They are 
hoping, praying and working for putting the clock back to 
1939 after the War. They appear to be blissfully oblivious 
of any major defects the pre-War system may have had. 

What was wrong with the pre-War system ? It is subject 
to innumerable indictments on social and economic grounds. 
On social grounds it stands indicted because of the glaring 
inequality of wealth and income and also of opportunities ; 
because of the vast unearned incomes derived from inherited 
wealth or from wealth created without rendering any 
service to mankind ; because the remttfittEtRfll tnfc 
was based on commercial consideration and bore 
proportion to the social utility the services rendered 
because of the pauperising effects of wholesale unemploy 
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ment inherent in the system. From an economic point of 
view the pre-War system stands indicted because production 
was not guided to serve the interests of mankind ; because 
as a result of unequal distribution of purchasing power 
there was widespread abject poverty in spite of vast unsale¬ 
able surpluses of products ; because lack of planning of 
production prevented the full utilisation of economic re¬ 
sources and technical progress ; and because freedom of 
choice on the part of consumers developed a wasteful system 
that lacked stability. These are only a few of the innumer¬ 
able counts of indictment. 

On the other hand, the apologists of the pre-War system 
point out that during the last hundred years or so the 
world has witnessed a remarkable degree of progress. 
Compared with the middle of the 19th century, there is 
now much less poverty and the standard of living has 
improved considerably. They argue that these facts prove 
that, after all, progress was possible under the pre-War 
system even though its pace may not have satisfied every¬ 
body. They ask whether it would be wise to discard a 
well-tried system which has proved itself to be capable of 
achieving progress, for the sake of adopting systems which 
have yet to prove their worth. The classical arguments in 
favour of the profit motive and individual initiative have 
been re-stated during the present controversy. The 
apologists of the pre-War system would like us to believe 
that profitability is the best indice of social utility and that 
the size of incomes and profits is an indication of the degree 
of services rendered to mankind. There has been an orgy 
of individualistic literature during the war and a revival 
of the worship of the profit motive. 

Even the apologists of the pre-War system must reluc¬ 
tantly admit, however, that their system did not work as 
satisfactorily in recent years as it did during the 19th 
century. They attribute the change, however, to the 
development of monopolies, as a result of which competition 
was no longer allowed to take its free course. 

During the 19th century the economic system automatic¬ 
ally adapted itself to the consumers’ requirements as a 
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result of unfettered competition between producers. The 
'development of vast manopolisitc combines and cartel 
arrangements resulted, however, in a high degree of inter¬ 
ference with the automatic working of liberal capitalism. 
The quantities produced and the prices charged no longer 
depended on the free play of supply and demand, but on 
decisions taken by the monopolistic combines. This was 
strongly mdemned by individualists who wanted to make 
out a case in favour of unfettered competition and put the 
blame on monopolies for the growing deficiencies of their 
system. 

In reality, deficient as the system of private monopolies 
may be, it compares in many respects very favourably with 
unfettered competition. It is necessary to realise that the 
automatic adjustment of supply to demand which is viewed 
with so much admiration by individualists can only operate 
through the destruction of much invested capital, and 
through throwing labour out of employment. The survival 
of the fittest is a cruel doctrine, no less cruel in economic 
life than in nature. It means that less efficient producers 
who are unable to compete with their more efficient rivals 
in reducing their costs are condemned to bankruptcy, their 
factories have to be closed down and the capital invested 
in them becomes largely wasted. It means that workmen 
engaged in these factories are thrown out of employment 
and their competition for reemployment tends to reduce 
the level of wages. Monopolistic capitalism is in many 
ways preferable to this system since it provides for an 
orderly adjustment of production to the changing require¬ 
ments of consumption, and makes an effort to influence 
consumers’ demands. Free competition means complete 
economic anarchy with no planning whatsoever. Under 
the system of monopolies there is at any rate some degree 
of planning. The large combines are in a position to collect 
statistical material about the volume of production and are 
also in a position to attempt forecasting probable require¬ 
ments. Production under that system is not such a leap 
in the dark as under free competition. Its great deficiency 
is that planning is based entirely on the sectional interests 
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of the combines in question, instead of forming part of a 
vast central plan under which all interests of producers 
and consumers are co-ordinated and reconciled with each 
other. 

The reason why unplanned capitalism has not been 
working as smoothly in the twentieth century as in the nine¬ 
teenth century does not lie in the development of monopolies 
but in the development of the modern credit system and in 
the enormous increase in potential purchasing power as a 
result of the gigantic expenditure of the first world war. It 
was comparatively easy to avoid major economic upheavals 
during the past century, when the volume of the purchasing 
power of the public was kept low, and was rising very 
gradually. The narrow orthodox monetary system kept 
production from expanding rapidly, but for this very 
reason it had the advantage of reducing fluctuations in 
economic activities. 

It was not until after the last war that an effort was made 
to pursue a more radical monetary policy, making possible 
the expansion of production at a more rapid pace. The 
gold standard, with its strict limitation of credit resources, 
was replaced by the gold exchange standard under which 
the same quantity of gold could serve as a basis of credit 
created in more than one country. The result was that 
a degree of disequilibrium entirely without precedent in 
economic history developed towards the end of the twenties. 
It is easy to avoid major fluctuations such as the world 
witnessed between the two wars if prosperity is kept 
permanently at a low ebb by means of a restrictive credit 
policy. Under unplanned capitalism even a moderately 
advanced monetary policy in the interests of increasing 
production entails grave dangers. The lessons of the late 
’twenties and the early ’thirties have taught us that plan¬ 
ning is necessary in order to enjoy the advantages of an 
advanced monetary policy without suffering its dis¬ 
advantages. 

Unplanned capitalism worked tolerably well so long as 
mankind was satisfied with slow progress interrupted from 
time to time by substantial but not disastrous setbacks. 
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With the discovery of the possibilities of expanding produc" 
tion through modem technical and monetary methods, 
unplanned capitalism was doomed. Having once discovered 
these possibilities, public opinion in most countries would 
be opposed to reverting to the old restrictive system. On 
the other hand, the new system is only workable without 
taking grave risks if monetary expansion is accompanied 
by economic planning. In the absence of planning, 
monetary expansion is bound to lead to grave crises similar 
to that of 1931 ; indeed, there is every reason to believe 
that as a result of the expansion of financial resources 
brought about by this War, the danger of major crises will 
be even graver than after the last War, and that the next 
slump would far exceed in violence and intensity that of 
the early ’thirties. 

At.this stage we do not propose to go into the details of 
the argument in favour of post-War planning. Let it be 
sufficient for the present to point out that the economic 
system of this country, as indeed of all belligerent countries 
and liberated countries, will inherit from the War a vastly 
inflated financial superstructure in the form of a huge 
public debt and note circulation several times its pre-War 
figure. The very existence of such a fictitious wealth makes 
planning imperative. 

The vastly increased burden of public debt can only be 
met either by high taxation or by a drastic devaluation of 
the currencies in order to reduce the commodity value of 
the public debt while maintaining its nominal amount. 
Whether taxation or devaluation is chosen, planning is 
indispensable. If taxation is maintained not much below 
its present level—as it will have to be maintained in order 
to avoid devaluation—it will tend to curtail individual 
initiative considerably. It is no use talking about putting 
the clock back to 1939 if individual initiative that operated 
the economic system before the War cannot be restored to 
its pre-War r 61 e. Because of high taxation alone, it will 
be necessary for the Government to play a much more 
active part in the economic system in order to make good 
the decline of individual initiative discouraged by high 
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taxation. In other words, since permanent high taxation 
will tend to curtail profit possibilities, so long as profit 
possibilities are the moving force, the economic system 
will fail to function as adequately as before 1939 ; and it 
will be necessary for the Government to make up for the 
deficiency by increased intervention. 

The alternative is to reduce the burden of the public 
debt by means of a drastic depreciation of the currencies. 
This would inevitably lead to a sharp rise of prices ; ihdeed, 
the only way in which the burden of the debt service can 
be reduced is by increasing the nominal amount of revenue 
through bringing about a sharp rise in the present level 
of prices and incomes. If pre-War liberal capitalism were 
restored after the War, the depreciation of the currencies 
would be accompanied by all the well-known phenomena 
of uncontrolled inflation. There would be reckless specu¬ 
lation, and under the influence of the inflationary factor 
unsound trends would develop and would necessitate sub¬ 
sequently painful liquidations. Inflation may or may not 
be necessary after the War, but if it is necessary it is essential 
that it should be controlled inflation. 

Those who are in favour of putting the clock back to 
1939 overlook one thing. Since 1939 the economic and 
financial system has undergone very considerable changes 
which cannot be argued out of existence. The restoration 
of liberal capitalism would not put the clock back to 1939 
any more than after the last war it put the clock back to 
1914. Conditions prevailing after this War, in case of a 
restoration of unplanned capitalism, would not be like those 
prevailing before the War, but somewhat similar to those 
prevailing after the last war, only even worse. 

Before 1939 an uneasy equilibrium prevailed ; it broke 
down from time to time but its restoration was possible, 
temporarily at any rate. Economic and financial develop¬ 
ments since 1939 have thoroughly upset this equilibrium, 
and if things should be allowed to take care of themselves 
it would take many years after the War before some sort 
of new equilibrium is reached. Meanwhile, there would 
be gambling, profiteering, advanced inflation, currency 
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chaos similar to that witnessed between 1919 and 1924- 
Indeed, there is every reason to believe that the chaotic 
conditions after the last war would repeat themselves on 
an even larger scale, for, in the meantime, the financing of 
this War has placed even larger surplus purchasing power 
at the disposal of the public. The economic system has 
become dislocated to a much higher degree than during 
the last war. Its readjustment through individual initiative 
would* lead to even graver miscalculations than those 
committed by industrialists and bankers after 1918, and as 
a result of which this generation has witnessed the two 
gravest economic crises of modern times, those of 1920 and 
1931. To attempt to put the clock back to 1939 would 
only cause record unemployment and the destruction of 
much capital, and would prevent the adequate utilisation of 
productive capacity. It would delay the reconstruction of 
wealth destroyed during the War and would endanger 
political stability. The chances are that the political regime, 
with its ill-conceived economic system, would be overthrown 
long before it had succeeded in muddling through. 

This leads us to the political aspects of the question 
whether the clock could and should be put back to 1939. 
After the last war it was politically possible to restore the 
pre-War system since there appeared to be no alternative. 
Between 1914 and 1 g 18 it was the dream of everybody to 
return to happy pre-War conditions. During this War, 
however, a very large proportion of the people in each 
country have developed other ideas. Even though con¬ 
ditions compare unfavourably in most respects with those 
prevailing before 1939, there are relatively few people 
who believe that pre-War conditions were ideal. Moreover, 
in the meantime the public has learned that there are 
alternative systems to competitive capitalism. * For years 
the public has been told day by day that after the War 
conditions would be different. If, in spite of this, an 
attempt were made to return to pre-War conditions, a large 
proportion of the people would not be prepared to put 
up with it. Change would become a political necessity 
even if it had no economic justification. 
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One of the reasons why the restoration of pre-War 
conditions would meet with strong and widespread opposi¬ 
tion is that the general public knows now much more than 
it did 25 years ago. 

After the last war the wholesale unemployment which was 
mostly brought about by an ill-advised monetary policy 
and by errors of judgment in an unplanned system, was 
looked upon as an inevitable act of God. Now most people 
know better. They fully realise that the mistakes committed 
after the last war could have been avoided and that there 
is no need whatever to accept fatalistically the consequences 
of an obsolete system which could easily be replaced by a 
more up-to-date system. After the last war the official 
policy of “ making the pound look the dollar in the face 99 
was accepted almost without protest even though it meant 
deflation, a general strike, a prolonged coal strike, and 
perpetual abnormal unemployment. If after this War an 
attempt were made to repeat that mistake, it would meet 
with violent resistance. 

Between the two wars speculative booms and disastrous 
slumps were considered to be an integral part of the system. 
Now the public knows better. If, after this War, the greed 
of speculators and the ignorance of private producers should 
be allowed to work up a situation such as existed in 1929, 
the regime responsible for such an ill-advised policy of 
non-intervention would be swept away. 

In the circumstances, any attempt at putting the clock 
back to 1939 would only lead to economic chaoS and 
political unrest. For the sake of post-War stability it is 
essential that politicians should realise the change of mood 
of the peoples who call for fundamental reforms and the 
discarding of the discredited pre-War system. 

It is often suggested that while there is a case for retaining 
Government control over economic activity during the 
years of transition from war to peace economy, once 
reconstruction is completed we can revert once more to 
unfettered competition. The answer to this argument is 
that it would take a great many years before conditions 
became sufficiently stable to make it safe to remove Govern- 
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mcnt control. After the last war, stable conditions were 
not really restored in most countries until the outbreak of 
this War. The stability of sterling was not above suspicion 
at any time between 1918 and 1939, except for a brief 
period during the ’twenties. And since the unsettling 
influences developed during this War are far more powerful 
than those developed during the last war, the chances are 
that in the absence of control, so-called normal conditions 
would not return for many decades, if indeed they would 
ever return at all. In any case, the need for safeguards 
against disturbances during the transition period is only 
one of the many arguments against putting the clock back 
to T 939- If it is found that planned economy means a 
maintenance of full employment, even in time of peace, 
it will remain a political as well as an economic necessity 
even after the return to normal peace conditions. 


CHAPTER IV 

WHICH FREEDOM ? 

Although the majority of the public has become converted 
in favour of planning and control after the War, there is a 
very well organised and vocal minority which is agitating 
for a change in the opposite sense. They agree with their 
opponents that the clock should not be put back to 1939. 
What* they do want is to put the clock back to i#39, when 
the economic system was almost entirely free of Government 
intervention and when free competition was not yet handi¬ 
capped either by monopolies or by Trade Union regula¬ 
tions. These Rugged Individualists demand nothing less 
than full economic freedom as the salvation of mankind. 

Some individualists do not confine their agitation to 
demanding freedom from restrictions after the War ; to 
some extent they are openly opposed even to restrictions 
during the War. They are doing their best to work up 
discontent against <c regimentation ” and against the 
bureaucratic control that necessarily accompanies wartime 

D 
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restrictions. While some of them reluctantly admit that 
these restrictions are a necessary evil in time of war, others 
are opposed to them and are in favour of their relaxation, 
or are at any rate against their further extension. They are 
equally opposed to the restriction of political freedom 
brought about by the War. “ What is the use of fighting 
against Fascist aggression/ 5 their argument runs, “ if our 
own Government adopts Fascist methods ? We are supposed 
to fight to defend our freedom and yet the Government has 
gravely curtailed our political and economic freedom. 55 

These arguments are very dangerous because on the 
surface they appear to be logical. Yet it is not difficult 
to reduce them to absurdity. Why don’t the individualists 
responsible for those arguments demand the abolition of 
the blackout on the ground that it is the sacred right of 
every Briton to show as much light as he chooses ? Obviously 
it is to the interests of the community that this right should 
be suspended ; indeed, the community has to put up with 
the suspension of many of its rights and freedoms in order 
to be able to win the War. The answer to the arguments 
of the individualists is that we have to accept a partial and 
temporary curtailment of our freedom in order to avoid 
its total and complete abolition as the result of a lost war. 
Obvious as this is, many fail to see it, or pretend to fail to 
see it. 

It is remarkable, for instance, how much campaigning 
there has been throughout the War against deteptions 
under 18B. From time to time there is widespread agitation 
in favour of weakening the Government’s power to detain 
people who might otherwise help the enemy. Members of 
Parliament and editors—they may conveniently be described 
as the National Society for the Prevention of Cruelty to 
Quislings—attack the Government with a zeal worthy of 
a better cause in an effort to defend the sacred freedom of 
the Englishman to betray his country. It is exactly this 
attitude which led to the downfall of the Weimar Republic 
in Germany. In the name of freedom, the enemies of the 
regime were allowed to organise themselves in order to 
overthrow the regime of freedom. This lesson should in 
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itself be sufficient to show that unrestricted freedom carries 
the germs of its own destruction. There can, in fact, be 
no unrestricted freedom in any modern community. The 
interests of the community demand certain restrictions in 
time of peace as well as in time of war. Most of us do not 
find it irksome that we are not allowed to commit murder, 
since this interference with our freedom safeguards us 
against being murdered and, therefore, all but a small 
minority stand to benefit by it. 

The moment a situation arises in which the unhampered 
exercise of economic freedom constitutes a threat to the 
major interest of the community, dogmatic considerations 
have to be cast aside. Since political freedom is more 
important than economic freedom, if necessary we must 
unhesitatingly sacrifice the latter for the sake of the former. 

The opponents of planning thoroughly enjoy themselves 
in their self-appointed r6le of champions of freedom. They 
imagine, in declaring themselves to be prepared—meta¬ 
phorically speaking, of course—to die in the last ditch for 
the sake of economic freedom, that they equal in heroism 
the Spitfire pilots of the Battle of Britain and all the rest 
of those who gave their lives to save our political freedom. 
In reality, in ninety-nine cases out of a hundred, they simply 
Stand for the vested interests. The banker who is putting 
up a fight against exchange restrictions defends an important 
source of his earnings. The industrialist who denounces 
Government control is longing for the return of the age of 
unresfticted profits on production. There are, it is true, 
also disinterested champions of the old system, but the 
material interests of others conveniently coincides with their 
political and economic creed. 

The individualists know how to use and abuse the 
fundamental love of the British people for its freedom. 
Their dogmatic opposition to any interference with their 
own freedom is bound to receive support by a number 
of unthinking people. They fail to realise that the freedom 
that is demanded by the individualists is the freedom of 
profiteering, of gambling, of ruthless exploitation by 
producers and merchants, the freedom to disregard any- 
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body’s interests but their own ; the freedom to build slums 
and maintain them in an unsanitary condition, the freedom 
to enforce long working hours to the detriment of the 
health of the industrial population. If the individualists 
had their way all the social legislation passed during the 
last hundred years would be repealed. There would be 
no collective bargaining, no Factory Acts to protect 
workmen against the worst abuses of greedy employers. 
We would be back to the 16-hour day, child labour and 
the rest of it. It is true individualists try to convince us 
that captains of industry today would be much more 
kind-hearted than their predecessor of a hundred yearsi 
ago. But would it be wise to rely on this and abandon 
all the safeguards which now interfere with the freedom 
of industrialists ? And, in any case, what advantages can 
the individualists offer as a result of the adoption of their 
policy ? Throughout the nineteenth and twentieth cen¬ 
turies the lot of the working classes improved as and when 
the freedom of employers was gradually curtailed by 
legislation or by the increased power of Trade Unions. It 
is true, most of this legislation was passed by Conservative 
Governments. Nevertheless, a large percentage of em¬ 
ployers was strongly against this “ Socialistic ” tendency 
of these Governments. 

There is every reason to believe that this trend towards 
improvement would become sharply reversed if the 
individualists had their way ; indeed, some of them are 
candid enough to admit that under their system there 
would be longer hours, harder work and lower wages, 
and no extended social assistance to mitigate hardships. 

Unrestricted freedom would mean free competition both 
within a country and internationally. This means that if, 
owing to the lower standard of living in China or Japan, 
Chinese or Japanese manufactures should undersell British 
manufactures, the remedy lies not in Customs Tariffs, 
subsidies or other artificial methods of interference with 
Free Trade, but in a corresponding reduction of the 
standard of living in this country. Individualists are in 
favour of maintaining permanently a relatively high degree 
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of unemployment, in order that it should be possible to 
reduce wages to a level at which the cost of production in 
this country would become competitive with the cost of 
production in countries of a much lower standard of living. 
They are against unemployment relief on the ground that 
it hampers the adjustment of wages to supply and demand. 

From an economic point of view, the adoption of un¬ 
fettered individualism would be decidedly a retrograde 
step. It would lead to the disintegration of large combines 
and the development of a large number of smaller firms in 
i their place. This would lead, admittedly, to the production 
of a wider variety of goods and would mean a greater 
freedom of choice, but that again is one of those freedoms 
which is far too costly. For goods would be produced 
in the least favourable conditions and the advantages of 
mass production would be dispensed with. There would 
be much waste and this would inevitably be detrimental 
to the standard of living. 

It is really amazing that there should have been a period 
in which freedom of competition was widely, if not generally, 
considered a great and noble idea worth fighting and 
dying for. The classical economists responsible for giving 
rise to this conception merely provided a convenient 
theoretical basis for the ruthless business men of the nine¬ 
teenth century, whose sole aim in life was to enrich them¬ 
selves without the slightest regard to the interests of their 
fellow human beings. It suited this dogmatic crew to preach 
that by exploiting their workmen and the consumers they 
were supposed to serve the interests of the community in 
addition to serving their own personal interests. This cult 
of selfishness now stands discredited in the eyes of all but 
a numerically insignificant fraction of the public. Never¬ 
theless, the word “ freedom 55 has a magic power, and the 
individualists ar^ trading on it heavily. It is high time 
everybody realised that unfettered freedom of competition 
is not among the freedoms the restoration of which would 
serve the interests of mankind. 

For the sake of safeguarding our fundamental political 
freedom in the long run we should submit to a drastic 
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curtailment of our economic freedom, not only during the 
War but also after the War. Any attempt at restoring the 
competitive system would inevitably lead to widespread 
discontent, aggravated by economic crises that would 
necessarily occur under that system. There is a very 
real danger that the discontent might lead to open revolt 
against the existing regime, and the chances are that this 
would entail the suspension of our political freedom. 
The existing regime might seek to resist the popular demand 
for change by resorting to dictatorial methods, and it is , 
certain that a victorious revolt would lead to Fascist or 
Communist dictatorship. If discontent is kept down by' 
force, it would mean that our political freedom would be 
sacrificed for the sake of maintaining our economic freedom. 
If the revolt against the old regime should be successful, 
then both political and economic freedom would go over¬ 
board. This should be realised by any sensible freedom- 
loving person. The only hope for safeguarding our political 
freedom after the War lies in the widespread realisation 
that, in the interests both of economic progress and political 
stability we have to consent to a permanent curtailment 
of our economic freedom. 


CHAPTER V 

THE CASE FOR PLANNING 

One of the gravest disadvantages of unplanned economy is 
that production is guided by considerations of commercial 
profit. Goods are produced not because they are useful 
for mankind, but because their production is profitable. 
Liberal economists maintain that the fact that they can be 
produced profitably proves that they are useful, for other¬ 
wise there would be no demand for them. This assumes, 
however, that the public knows what is good for it, which 
is by no means necessarily the case. One has only to cast 
a glance at the objects with which shop windows are 
crammed even after several years of war—objects which 
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are neither useful nor indeed ornamental—to have an 
idea how much productive capacity and raw material has 
been wasted on the manufacture of goods without social 
utility. One has only to think of the wide range of patent 
medicines which, if they do not actually harm, certainly 
cannot do any good to anybody except their manufacturers 
and sellers, to realise that very often the public has not the 
faintest idea of what is good for it. It is possible to create 
a demand for almost anything with the aid of a skilfully 
conducted advertising campaign. To say that a certain 
article is useful because there is a demand for it is to over¬ 
look the fact that demand can be created for useless objects 
by means of modern salesmanship. 

Under the pre-War system it was possible for anyone 
to produce anything, no matter how useless. The goods 
produced had to be very harmful to public health for the 
authorities to intervene. Otherwise the public demand 
was the sole limiting factor, and even this factor was more 
or less liable to be influenced by the will of producers and 
traders. No serious attempt was made by the authorities 
to guide the public in order to discriminate in favour of 
socially pseful goods. Official campaigns for inducing the 
public to consume more of certain goods and less of others 
have been an essentially War-time development, and yet 
there was no reason why in time of peace such campaigns 
should not also have been conducted. This would have 
been very much contrary to the prevailing principle, which 
was not to interfere with the working of the unplanned 
economic system even by means of official advice. During 
the months that preceded the War, enquiries at the Home 
Office whether certain fireproof paint was of any use were 
answered by a refusal to advise for fear of interfering with 
competition between the various firms which had fireproof 
paints on the market. And this was at a time when it was 
obviously in the interests of the authorities that the public 
should take the maximum precautions against fire. 

The object of producers was to secure the maximum of 
profit, and this object was achieved either by stimulating 
and over-stimulating consumption or by keeping down 
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production and thereby securing high prices. If the 
endeavour to increase consumption had been aimed at 
satisfying genuine needs, there would have been everything 
to be said for it. In many cases, however, its sole object 
was to secure more profits. The outstanding example of 
this attitude was the frequent changes of fashion deliberately 
stimulated by a small number of leading firms with the 
purpose of inducing the public to discard articles which 
had hardly been worn. A much graver offence against 
public interests had been the practice of combines to buy 
up and sterilise new inventions if their utilisation would 
have tended to reduce consumption. The patent rights of 
toughened glass, unbreakable gramophone records, ladder¬ 
less stockings, etc., were bought up, and mankind was 
deprived of the benefits of these and many other inventions. 
This was done in order that the public should use up the 
various articles of consumption as quickly as possible and 
that there should be a constant demand for them. 

It is necessary to emphasise that the charges made in this 
chapter and throughout this book are directed, not against 
individuals but against the system. Individual selfishness 
is but the natural result of the system, and individuals are 
but the medium through which the system works. 

Manufacturers could hardly have been expected under 
the old system to apply an invention which would have 
resulted in a decline of the demand to half or one-third 
of what it had originally been. In any case, at a time 
when there was abnormal unemployment in almost every 
industrial country, they were considered almost public 
benefactors by securing the maintenance of employment 
against the effects of new inventions. On the other hand, 
in many instances the interests of creating and maintaining 
employment were sacrificed by keeping down production 
for the sake of being able to charge monopolisitc prices. 

Under the old system production was largely under the 
influence of financial considerations. Commercial demand 
in itself, and the possibility of earning profits, would not 
have enabled manufacturers to increase their output unless 
they succeeded in securing the necessary financial resources 
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or that purpose. Owing to the restrictionist monetary 
policy pursued in most countries, industry and agriculture 
were unable to make full use of their capacity even for 
the purpose of satisfying commercial demand. Banks 
were unable to go beyond certain limits in granting new 
credits even if the prospective borrower could offer adequate 
safeguards, and even if there were obviously good prospects 
of selling his products profitably. The money was simply 
not there. The bankers had to decide which of the many 
commercially sound propositions they should finance and 
which they should reject solely on the ground that the 
limit of their credit resources had been reached. 

Clearly this was a highly unsatisfactory state of affairs. 
The productive capacity of mankind was not utilised to 
anything like its full extent. To the extent to which it was 
utilised it did not make the best use of the possibilities, 
since much capacity was wastefully employed and a very 
large part of the goods produced had no real social utility. 
All this could have been changed radically through the 
adoption of a planned economic system. Indeed, to a very 
large degree this has already been done during the War 
under the pressure of the imperative requirements of war 
economy. Full employment has virtually been reached. 
Devices which before the War were not employed for fear 
that they would reduce the demand for labour are now 
being applied. The production of socially useless goods 
has been materially reduced. 

It would be a mistake, however, to judge the system of 
planning by war-time experience. This is exactly what 
the individualists would like the public to do. War-time 
restrictions are necessarily unpopular and the opponents 
of planning would like to take advantage of this unpopularity 
for working up prejudice against planning in general. They 
compare the conditions prevailing during the War with 
the plentiful supplies and wide range of goods that existed 
before the War, and triumphantly point out the difference 
between free competition and planning. In reality, war¬ 
time shortages are not due to planning but to the war-time 
conditions that inevitably lead to a reduction of imports 
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and production. Had it not been for planning, shortage 
would be much more acute. Moreover, it is necessary to 
bear in mind that war-time planning does not aim at 
securing the highest degree of economic efficiency. Its aim 
is to satisfy the requirements of war economy and not of 
social utility. In planning the concentration of industries, 
for instance, the object of the Board of Trade is not 
necessarily to maintain the most efficient units and to scrap 
the obsolete ones. Its object is to release labour in districts 
where labour is needed the most for war purposes. Con¬ 
sequently, the result of the elimination of competition in 
the concentrated industries is far from ideal from an ( 
ecomomic point of view. 

Plainning must be judged according to the conditions it 
create^ in time of peace, not in time of war. We saw in 
an earilier chapter how planning in the Soviet Union was 
able to create vast industries in record time and to build 
up the strongest army and the largest volume of war 
material any country ever possessed. We also saw how 
planning enabled Germany to carry out in six years 
a gigantic rearmament. The fact that industrial production 
in Great Bratain and the United States, too, was increased 
to an unprecedented extent during this War shows that 
Dictatorships are not the soje beneficiaries of economic 
planning. W\hile in Totalitarian States economic discipline is 
imposed on th,~ nations by the governments, in Democracies 
the nations ca?n voluntarily impose discipline on themselves. 

It is easy fo imagine the extent to which the standard 
of living cftuld be raised if all the productive capacity of a 
nation, ^organised scientifically and managed efficiently, 
could be concentrated on meeting civilian requirements. 
The aim of peace-time planning is the rational utilisation 
of productive capacity. The object of the planning 
authority is to make the fullest possible use of the labour, 
machinery, raw materials and fuel available. 

It is argued sometimes that full employment could only 
increase the volume of output by a comparatively small 
percentage, since the number of unemployed is usually 
only a small percentage of the number of those in employ- 
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ment. Thus, since before the War 12 per cent, of the 
British employable workmen were unemployed, the 
opponents of planning argue that the best that could con¬ 
ceivably be achieved with the aid of planning would be 
an increase of the output by 12 per cent. As a matter of 
fact, the experience of the last few years has proved that 
the number of employables is a relative quantity. In 
war-time conditions it has proved possible to enlist the 
services of men and women who have never before been 
engaged in productive work. Moreover, planning does 
i not aim solely at employing everybody who is employable, 
but also at employing them to the best possible advantage 
from the point of view of the public interest. Under the 
pre-War system anybody who employed labour in no 
matter what futile manner was considered to have rendered 
a service to the community. Under planned economy the 
wasteful employment of labour will be regarded as an 
anti-social act and will be stopped. Labour and other 
productive resources at the disposal of the planning 
authority will be sought to be utilised in such a way as 
to secure the maximum of results. In this connection it is 
worth recalling that according to the United States 
j. Department of Commerce, production in the United States 
in 1940 could have been carried out with 19,000,000 less 
workmen if it had been organised rationally. 

Under planned production in democratic countries, the 
profit motive will not be eliminated but will be subordinated 
to considerations of public interest. No producer will be 
allowed to curtail his output for the sake of securing better 
prices so long as the goods he produces satisfy a real need. 
If new inventions increase the durability of the goods and 
consequently reduce the demand for them, this will mean 
that productive resources will become released for other 
purposes. Neither employers nor Trade Unions will be 
allowed to hamper the best utilisation of the most efficient 
methods that technical progress can devise. Situations 
may arise in which it is necessary to produce goods at a 
loss for the sake of higher considerations involved. In 
such instances the Government would step in and secure 
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for the producers a fair return by subsidising the goods in 
question. The Government would also supplement indi¬ 
vidual initiative in instances where private enterprise does 
not wish to take a risk. Financial facilities would be 
provided where the banks would not consider it justified 
from a commercial point of view to finance schemes which 
serve the public interest. 

Planning would secure for the community the benefits 
of large-scale production. It is repeated to boredom that 
the prosperity of the United States is due to the fact that, 
owing to the vast consumption capacity of the home market 
her industries enjoyed the advantages of producing on a, 
vast scale. In reality there is no need for a country to 
have 130 million inhabitants in order to enjoy such 
advantages. Even a country with a few million inhabitants 
can engage in mass production for the internal market 
provided that its industries are rationalised and standardised. 
If a country has twenty factories producing a certain article 
the chances are that none of them is fully employed con¬ 
tinuously for any length of time. Owing to the changing 
fortunes of competition, it is sometimes one factory which 
produces to capacity, sometimes another. A great deal of 
factory capacity is thus wasted. Nor do combines and 
cartels adequately remedy this situation. More often than 
not a thorough-going rationalisation is prevented by 
sectional interests and personal considerations. Some of 
the least efficient units refuse to join in the scheme unless 
it is on terms unjustified by their standard of efficiency. 
In private rationalisation schemes it is by no means always 
the inefficient units that are eliminated. In the case of 
the rationalisation of the shipbuilding industry in the 
’thirties, Tor instance, some of the most up-to-date plants 
were scrapped, while some of the old-fashioned ones were 
retained. 

Under planned economy the planning authority would 
be in a position to elaborate a plan which would disregard 
any consideration in conflict with the supreme interests of 
securing the maximum of output at the lowest cost. Perhaps 
twelve of the twenty factories producing the same article 
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would be retained. What is perhaps even more important, 
it would be possible to standardise their products. If, 
instead of producing twenty different kinds of articles, the 
number of types is reduced to, say, five, it would be possible 
to produce each type in four times as large quantities. 
By such means even small countries can benefit by large- 
scale production. Let us suppose for the sake of argument 
that fifty different types of radio sets were produced before 
the War in this country. If as a result of standardisation 
the number of types is reduced to, say, ten, the effect of 
this would be the same as if the number of consumers in 
the home market had increased from 45,000,000 to 
220,000,000. And if as a result of mass production the 
price of radio sets could be reduced to a sufficient extent 
to double the demand, the effect of this would be equivalent 
to an increase of the population in the home market to 
440,000,000. Admittedly, the prospects of enforced uni¬ 
formity in goods are looked upon with disfavour not only 
by individualists but by the majority of the consumers. 
It would only be with the utmost reluctance that the 
public would be prepared to forego the possibility of picking 
and choosing between a great variety of articles of the 
same category. Diversity of goods is, however, a luxury 
which a community can only afford after all primary 
requirements are fully met. 

In order not to overrate the relative value of freedom 
of choice among the various freedoms, it is necessary to 
bear in mind that this freedom can only be exercised to 
any considerable degree by a minority of the public. The 
majority, after paying for the vital necessities of life at the 
cheapest rate, will have very little purchasing power left 
over with which to exercise their freedom of choice. If 
individualists have their way, and the standard of living 
be further reduced after the War by a return to the com¬ 
petitive system, then the vast majority of people would 
stru ggle on a bare subsistence level and would have no 
freedom of choice at all. Freedom of choice would then 
be the privilege of a comparatively small proportion of 
the public. On the other hand, if with the aid of planning 
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after the War the standard of living were raised, then the 
proportion of those in a position to exercise freedom of 
choice would increase. This would bring about agitation 
in favour of freedom of choice. Once producing capacity 
has been raised by means of efficient organisation and 
new inventions to such extent as to be able to provide for 
fundamental requirements, then the next step would be 
gradually to relax standardisation. 

One of the favourite arguments of the opponents of 
planning is that the planning authority is liable to make 
gigantic mistakes. In support of this argument it is easy 
to marshal an intimidating array of facts showing the/ 
muddle made during the War by the various Government 
Departments engaged in controlling economic activities. 
It would hardly be fair, however, to judge the system by 
these initial errors. Government intervention since 1939 
has been an innovation and has found the Civil Service 
unprepared to cope with it. It may take some time before 
a generation of civil servants grows up that is equal to 
its extended scope. Even then mistakes will always occur. 
But then nobody could possibly claim that individual 
producers who, under the old system, determined the 
quantity of their own output were infallible. On the 
contrary, the chances are that a central planning authority is in 
a better position to judge requirements than even the largest 
individual producer. The Government is in a position to 
collect statistical material and information which is not avail¬ 
able to private firms. On the basis of this material it is 
possible to form a judgment which is more dependable 
than the haphazard guessing of individual producers. 

There is, moreover, another fundamental difference 
between planning and free competition. Under planning 
the intention of those responsible for the planning of 
production is to serve the public interest. Under free 
competition the quantity and category of goods produced 
does not even pretend to be guided by considerations of 
public interest. What industrialists are after is to be able 
to sell the largest possible quantity of their manufactures 
at the highest possible price. Their judgment of the future 
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requirements of their products may be right or it may be 
wrong, just as the judgment of the central planning 
authorities may be correct or incorrect. But even if the 
judgment of private firms is right, and even if it becomes 
confirmed through an increased demand for their goods 
in accordance with their anticipation, it does not mean that 
they have rendered a service to the community. 

Let us take a concrete example : During the ’twenties 
a stage was reached when practically every family in the 
United States owned a motor-car. Many people then 
k believed that saturation point was reached and that the 
American automobile industry would henceforth have to 
confine its activities to replacing current wastage. Mr. 
Henry Ford and a few other captains of industry disagreed 
with this view. They believed that henceforth the aim 
should be to provide every member of the family with a 
motor-car. Mr. Henry Ford proved to be right ; this was 
actually what happened, and it was possible consequently 
to find buyers for the many millions of cars produced by 
the vast American automobile industry. The judgment of 
individual producers was fully confirmed. This does not 
mean, however, that it was in accordance with the public 
interest to cater for this increased requirement and to 
encourage it. A stage was reached in the United States 
when road traffic reduced itself to absurdity. In order to 
be able to leave New York without having to join an 
endless slow-moving procession, it was necessary for 
motorists to start at something like 3 a.m. on a summer 
day. If Mr. J. Pierpont Morgan or Mr. Rockefeller wanted 
to leave Wall Street urgently during business hours they 
had to use the Underground (or, as it is called in the States, 
the Subway) and had to squeeze in, in accordance with 
true democratic principles, with a lot of perspiring Eastern 
European immigrants and coloured people. The alternative 
would have been for them to recline at ease in their luxurious 
limousines, which would crawl at snail-like pace along 
Fifth Avneue, where traffic was not allowed to proceed 
when the red light was on and was unable to proceed 
when the green light was on. Even the roads in the open 
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country were congested with traffic. The possession of 
cars in such circumstances became an overrated pleasure. 

Moreover, a very large percentage of owners, not only in 
the United States but also in other countries, could ill 
afford to buy a car and had to cut down their expenditure 
in some other direction. The result was that such car- 
owners were badly fed and badly housed. A central 
planning authority would never have brought about such 
a state of affairs. In the first instance, it would have 
catered for the requirements of adequate housing and 
feeding before providing the public with a vast number of 
cars for pleasure trips. The increase in the number of 
cars would have had to keep pace with the development 
of roads in order to avoid a degree of congestion that would 
defeat the object of owning cars. 

A much worse instance of the disastrous effects of 
individualism run wild was the deforestation of vast terri¬ 
tories of the United States, resulting in the development 
of a dust belt cutting right across the country. Since it 
appeared profitable for short-sighted owners of the forests 
to exploit their properties to the utmost limit without 
troubling about adequate replanting, the whole country 
has to suffer for generations, perhaps for ever. This 
instance should be commended to the attention of that 
archpriest of the cult of individualist anarchy, Sir Ernest 
Benn. His argument is that if he chooses to be foolish in 
the management of his affairs that is entirely his own 
business, as it is he who pays the penalty in the form of 
losing money through his foolishness. In the United 
States hundreds and thousands of individualists chose to be 
foolish in their exploitation of their property. Some 
hundred and thirty million people who had no means of 
influencing the foolish decisions of these individualists 
have to pay the price. Is it unreasonable to demand that 
henceforth they should have a say in matters that affect 
their welfare, even though this would mean interference 
with the sacred right of owners of property to be foolish ? 

After the War the planning of production will be a 
necessity owing to the limitations in the volume of raw 
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materials and other productive resources immediately 
available. It will be essential to make the best use of the 
raw materials instead of leaving it to chance and to free 
competition how the limited amount available is to be used. 
Moreover, the chances are that a policy of credit expansion 
will be adopted, leading to full employment, in which 
case planning will be necessary in order that labour should 
be allocated to branches of production which cater for 
urgent requirements. It is a popular misconception that 
in order to achieve the millennium all that is needed is to 
turn on the taps of the credit supply. It would be too 
easy to solve the problem of prosperity if nothing more 
were needed. In reality, any Government which would 
embark on an expansionary monetary policy without at 
the same time applying a high degree of planning would 
be asking for trouble. The chances are that a very large 
percentage of the additional financial resources would be 
employed to finance the production of commercially profit¬ 
able but socially useless lines. In the absence of planning 
there would be over-production in many directions leading 
to difficulties. About this aspect of the problem more will 
be said in a later chapter. 

The number of those who realise the advantages of 
planned production is increasing daily. Nevertheless, 
some of them believe that planning should be confined to 
a limited number of major industries while the minor 
industries should be left on a basis of free competition. 
Thus, while the iron and steel and textile industries would 
be subject to planning, anyone would be entitled to produce 
as many artificial flowers as he wanted to. The sole 
restricting factor on the output of secondary industries 
would be the limitation of demand. This compromise 
between planning and free competition sounds very 
attractive on the face of it ; it also seems to be a comfortable 
solution for the Government which will have both its hands 
full even through planning a small number of major 
industries. In reality, the results of such half-planning are 
bound to be unsatisfactory. While any one of the secondary 
^industries may be relatively unimportant, the total volume 
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of capacity and output represented by thousands of such 
industries is very considerable. It is a factor which cannot 
be ignored in a planned society without running the risk 
of upsetting the plans. So long as there is a large number 
of unemployed, it would be possible to allow the secondary 
industries to draw on the labour reserve, but once full 
employment is approached this must no longer be the case. 
Indeed, a stage may be reached when it becomes necessary 
to withdraw labour from secondary industries in order to 
satisfy the more important requirements of the basic 
industries. The same is true concerning the allocation of 
raw materials. Moreover, there can be no adequate price 
control if free competition is allowed to reign supreme in 
a very large section of productive activity. Under the 
proposed hybrid system, the unplanned branches of produc¬ 
tion would provide a convenient scope for speculation, and 
unsound tendencies might easily develop. While over¬ 
production in any one of these branches may be of small 
importance, a general trend of over-production in all of 
the uncontrolled trades could lead to a first-rate crisis, 
which would affect basic as well as secondary industries. 

At this stage it is necessary to deal with the question 
of what would happen to producers who would suffer losses 
as a result of the measures taken by the central planning 
authorities in accordance with the public interest. If 
labour has to be withdrawn from secondary industries in 
order to satisfy the prior claim of basic industries, this might 
inflict very grave losses on the owners of secondary industries. 
Similarly, losses might be incurred owing to miscalculations 
by the central planning authorities if manufacturers 
produced goods which proved to be unsaleable, or at any 
rate which could not be sold at a profit. It is only fair that 
in all such instances producers and merchants should be 
compensated. Since it is in the interests of the community 
as a whole that their activities should be subject to central 
planning, the community has to stand the burden of their 
losses. This seems all the more reasonable since, as we 
shall see in a later chapter, profit-earning possibilities are 
subject to limitations under the planned system. 
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CHAPTER VI 

LIMITATIONS OF MONETARY POLICY 

Many people when thinking, talking or writing about our 
brave new post-War world have merely in mind the 
adoption of a progressive monetary policy. They imagine 
that the orthodox monetary policy pursued after the last 
war had been the only handicap in the way of our progress 
towards freedom from want. They believe that once this 
obstacle is removed the problem of the increase of produc¬ 
tion and consumption would find its solution. This is a 
most dangerous conception, since it over-simplifies the 
problem the world has to face after the War. It would be 
comparatively easy to achieve freedom from want and 
universal prosperity if all that were needed was a progressive 
monetary policy. 

Beyond doubt the orthodox monetary policy pursued 
after the last war was one of the main sources of difficulties 
between the two wars. In Great Britain it led to a depression 
in 1920, and by the time the country could have recovered 
it was crippled by the deflationary efforts which aimed at 
restoring the pound to its pre-War parity. The result was 
the general strike, the prolonged coal strike and a large 
number of other industrial disputes ; the loss of overseas 
markets as a result of the over-valuation of the pound ; 
the perpetuation of unemployment between ij and 2 
millions ; and permanent depression of the basic industries 
such as textiles, engineering, coal, shipping and ship¬ 
building. In the United States, too, it was orthodox 
monetary policy which between 1929 and 1933 aggravated 
the slump and resulted in an increase of unemployment to 
well over 10 million souls. In France the stubborn defence 
of the franc at its old parity by means of deflation was 
responsible for the conditions which led to the advent of 
the Front Populaire with all its political consequences, and 
to the epidemic of strikes which paralysed the French arms 
industries during the critical years of the rearmament 
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race. In Germany, too, it was Dr. Brunnig’s deflationary 
drive in 1931 and 1932 that aggravated the economic 
crisis and gave Hitler his chance to seize power. 

Apart altogether from these specific instances, the degree 
to which monetary orthodoxy handicapped progress during 
the pre-war years can be widely recognised. The existence 
of so much poverty amidst plenty is generally attributed to 
the orthodox monetary policy pursued in most countries 
until the outbreak of the War. There has been a growing 
realisation that something is fundamentally wrong with a 
monetary system which prevents mankind from deriving full 
benefit from technical progress. 

Before the War the monetary system became therefore 
the target of much criticism. The number of monetary 
reformers, ranging from scientific reformers to almost 
illiterate currency cranks, has been growing. Most of them 
have been convinced that all the world’s economic troubles 
could be cured by the adoption of their particular brand 
of monetary reform. Some of these reformers succeeded 
in stirring the imagination of comparatively small but 
enthusiastic bands of disciples, and before the War there 
was much agitation against monetary orthodoxy on both 
sides of the Atlantic. So much attention was directed to 
this aspect of the economic problem that there was a rea* 
danger of public opinion developing in a very one-sidec, 
sense. A large and increasing number of people adopted 
the view that the solution of our problems lies in monetary 
reform, and monetary reform alone. While the efforts of 
those in favour of economic planning remained unpopular, 
there was a growing feeling against monetary orthodoxy. 
The idea that the reason why, in spite of the increase in 
productive capacity, freedom from want could not be 
achieved was due to a restrictive monetary policy was 
gradually adopted. 

Needless to* say, the orthodox camp; which included 
at the time most academic economists, Gity editors* bankers, 
business men, Treasury officials, and Conservative politicians, 
put up a stubborn fight against the onslaught on monetary 
orthodoxy. Not only were the more or less fantastic reform 



FREEDOM FROM WANT 69 

schemes of currency cranks rejected out of hand, but even 
scientific proposals such as those of Lord Keynes or Mr. 
McKenna stood little chance of being seriously considered 
in official quarters. Although in some countries, especially 
in the United States after the advent of President Roosevelt, 
and in Germany after the advent of Hitler, a progressive 
monetary policy was adopted, in Great Britain and most 
other countries monetary orthodoxy continued to reign 
supreme. Some concessions had to be made during the 
early ’thirties in the form of a depreciation of the pound 
from its previous over-valued level and the adoption of a 
policy of cheap money; generally speaking, however, the 
fundamental principle that money has to be kept scarce 
in order to uphold its value remained in force. 

During the War further departures had to be made from 
monetary orthodoxy under the stress of the requirements 
of war economy. The dream of currency reformers 
agitating in favour of credit expansion to enable industry 
and agriculture to work to the limit of their capacity had 
become reality. This change has been regarded in part 
of the orthodox camp as purely temporary, and it has been 
confidently expected that once the War is over the orthodox 
monetary policy will come into its own again. Many 
people actually advocated the restoration of the control 
of production by means of expanding and contracting 
credit, and by means of raising and lowering interest rates. 
And, amazing as it may sound, there are even people who 
believe in the system under which Mr. Montagu Norman 
put up the Bank Rate to 6 per cent, in 1929 merely because 
there was too much gambling in Wall Street, without 
regard to the effect of such prohibitive interest rates on 
Great Britain’s depressed basic industries. He had certainly 
learnt nothing and had forgotten nothing. In 1937 he 
wanted to repeat his blunder and was doing his best to 
persuade Mr. Chamberlain, then Chancellor of the 
Exchequer, to agree to putting up the Bank Rate because 
there was a certain amount of speculative activity in 
secondary commodities such as pepper, shellac and monkey 
nuts. For the sake of arresting the development of an 
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unsound situation in these commodities, he was fully 
prepared to inflict an entirely unjustified handicap on the 
whole of British industries which were on their way towards 
recovering from the depression of the early ’thirties and 
were still very far from booming. It was like killing a 
mosquito with a sledge-hammer. 

The great weakness of the orthodox monetary policy was 
that it tried to over-simplify its task. Instead of dealing 
with various trades according to their merits, encouraging 
the depressed trades and restraining the branches which 
were inclined to over-trade, the wisdom of central banking 
under the old system consisted of putting up the Bank 
Rate when there was a rising trend of business activity and 
putting it down when there was a falling trend. Very 
little skill was required for running such a primitive policy ; 
any fool could do it. Yet many a Central Banker with a 
world-wide reputation knew little else about monetary 
policy. Even this simple formula was an improvement on 
the one operating before 1931, when the volume of credit 
available for production and the cost at which credit was 
placed at the disposal of producers was made dependent 
on international gold movements. When gold was flowing 
out for no matter what reason, up went the Bank Rate ; 
when gold was coming in the Bank Rate was reduced. 
This ridiculous system has become utterly discredited and 
it is inconceivable that the public would ever put up with 
it again. 

Part of the orthodox school is beginning to realise that 
in this respect, at any rate, it would be impossible to put 
the clock back to 1939. In any case, it is becoming evident 
that in addition to the attacks on the citadel of monetary 
orthodoxy, the orthodox school has something else to 
worry about. During the War the idea of planning has 
become increasingly popular among the public. The 
orthodox school realises that planning would mean an end 
not only of monetary orthodoxy but also of free competition, 
and would restrain the profit motive as the chief factor 
governing the economic system. In face of this graver 
danger, many adherents of the orthodox school are only 
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too willing to make concessions by abandoning their 
defence of monetary orthodoxy in the hope that at that 
price it might be possible to save economic orthodoxy. 
They realise that monetary orthodoxy has become utterly 
indefensible, and they are prepared to sacrifice it in the 
interests of success in defence of the competitive unplanned 
economic system. They are willing to come to terms with 
their less dangerous enemies, the monetary reformers, on 
the assumption that in doing so they would be in a better 
position to resist their more dangerous enemies, the 
economic planners. 

This explains the reason why the orthodox camp which 
before the War was furiously opposed to Lord Keynes has 
now rallied round him. Bankers, business men, Treasury 
officials and Conservative politicians are now only too 
pleased to accept Lord Keynes’s monetary reform, consisting 
of a scientifically managed monetary system with an 
expanding volume of credit, to keep pace with the poten¬ 
tialities of production. The proposal that instead of 
restricting spending in times of depression it should be 
deliberately encouraged has come to be regarded as being 
actually respectable in the eyes of the orthodox experts. 
Whether or not they now realise the utter foolishness of 
their old creed under which the crisis of 1931 was aggravated 
by the efforts to restrict purchasing power by discouraging 
spending, they certainly realise that such a policy would 
become politically impossible in future. For considerations 
of political opportunism they are even prepared to swallow 
a moderate dose of planning. They now would be prepared 
to agree to Lord Keynes’s pre-War proposal that capital 
expenditure by the Government, by public utility under¬ 
takings and even by private enterprise should be planned. 
Whenever a decline in demand for consumers’ goods 
threatens to create unemployment, the trend should be 
counteracted by an increase of such capital expenditure. 
Whenever an increase in the demand for consumers’ goods 
leads to a scarcity of labour, capital expenditure should be 
curtailed in order to release the necessary labour to cope 
with the larger demand. 
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While a few years ago such suggestions were regarded as 
wildly revolutionary, today a very large section of orthodox 
opinion would be only too pleased to accept them as a 
price that has to be paid in order to save the competitive 
economic system against the rising tide in favour of planning. 
Had any substantial section of the orthodox school become 
converted before the War to Lord Keynes’s reform proposals, 
it would have been an event of outstanding importance. 
As it is, the conversion can be criticised in the same way 
as so many other things that have happened during the 
early years of this War : it came too late and it was not 
sufficient. In the meantime, the trend of public opinion 
proceeded far beyond the pre-War proposals of Lord 
Keynes, and the adoption of those proposals after the War 
would certainly not satisfy public clamour for a thorough 
reorganisation of the economic system. On the occasion 
of his election as a Director of the Bank of England, Lord 
Keynes declared that orthodoxy kept on catching him up. 
Be that as it may, orthodoxy is now lagging as far behind 
progressive public opinion as it was before the War, when 
public opinion would have been satisfied with the Keynes 
reforms. These reforms are now viewed as positively 
conservative, and this explains why Conservative circles 
(both with a small 41 c ” and with a capital “ C ”), which 
before the War decried Lord Keynes as an extremist, are 
now rallying round him and regard him as their only 
remaining bulwark against those wicked “ Bolshevik ” 
planners. 

Those who before the War advocated an automatic 
system with the least possible Government intervention, 
are now prepared to admit the Government’s right to 
regulate with the aid of its investment policy the total 
volume of trade, provided that within the limits of that 
grand total private enterprise is allowed to do its best—or 
its worst, as the case may be. They believe that it is 
possible to manage the economic system by scientific 
monetary manipulations, and that boom or slump can be 
kept under control by timely credit contraction or expansion, 
supplemented by the regulation of the volume of capital 
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Expenditure. Somehow they seem to imagine that it is as 
easy to manage the highly involved economic system as to 
regulate the temperature of a bath by turning the hot tap 
or the cold tap according to requirements. Unfortunately, 
they are hopelessly wrong. It is not given to mankind to 
solve its problems by such simple means. Management of 
an economic system requires more than the regulation of 
the total volume of currency, credit and capital expenditure. 
It requires hard and honest work in the form of scientific 
planning, which must not be confined to grand totals but 
must go into the quantities of every branch of production 
land which must extend over distribution and consumption. 

The realistic wing of the orthodox school, which is 
vaguely aware of the necessity of swimming with the tide, 
considers itself progressive by agreeing at this stage that 
the Government is entitled to fix the total volume of credit 
to be granted for financing trade, and the total volume 
of capital expenditure. This school continues to contest, 
however, the right of the authorities to interfere with the 
banks’ decision how to distribute the total among various 
branches of trade. As a war-time measure they are prepared 
to put up with such interference, but they demand that 
after the vVar the banks should have once more a free hand 
to determine whether within the limits of the grand total 
fixed by the Government they should lend to manufacturers 
of machine tools or to farmers, or to dog-racing companies. 

The orthodox school goes so far as to agree with the 
utmost reluctance that, after all, there might be something 
to be said in favour of expanding the grand total of the 
volume of production by means of a policy of deliberate 
credit expansion. Even this drastic departure from their 
pre-War policy of restrictionism is only conceded provided 
that laissez-faire is allowed once more to reign supreme 
regarding the allocation of credit to particular trades. Yet, 
as we saw in earlier chapters, the freedom of the producer 
to determine what he should produce and the freedom of 
choice of the consumer, is bound to result in waste of the 
world’s resources and the production of socially useless 
articles, and to deprive the consumer of the benefit ol 
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lower costs through large-scale production. Nor is there 
any reason to believe that an expansionary credit policy 
and the application of Lord Keynes’s plan of capital expen¬ 
diture would in itself be capable of preventing boom and 
slump. The re-employment of unemployed on works 
connected with capital expenditure would, of course, 
mitigate slumps, but on the whole it would be a sounder 
system if the ratio between the production of capital goods 
and of consumers’ goods were determined by scientific 
planning instead of being allowed to be determined in a 
haphazard way. 

It must be admitted that the acceptance of the principle 
that the Government is entitled to increase production by 
means of monetary expansion constitutes an important 
step in the right direction. It is a departure from the 
scarcity economics which was preached and practised by 
the orthodox school before the War. The acceptance of 
the doctrine of expansionism admittedly removes one 
major obstacle to the achievement of freedom from want. 
In itself, however, it is not sufficient. 

Those who hope to satisfy public opinion by agreeing 
to monetary reform as a substitute for economic planning 
made full use of the deep impression created by the German 
pre-War experiment. Between 1933 and 1939 German 
production underwent a spectacular increase, and this 
example is quoted to show what can be achieved with the 
aid of monetary expansion. Beyond doubt, the increase of 
German industrial production could not have been achieved 
without the aid of an expansionary monetary policy under 
which production was allowed to go ahead and finance 
had to adapt itself to industrial requirements. It would 
be a fatal error, however, to imagine, as many people do, 
especially if it suits their book, that the so-called German 
miracle was achieved solely as a result of intelligent mone¬ 
tary management. There was a great deal more to it than 
that. Simultaneously with expanding credit to meet the 
growing requirements of production, the German Govern¬ 
ment adopted a comprehensive system of planning in the 
form of Goering’s Four-Year Plan. In the absence^of 
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such planning monetary expansion would have produced 
the usual results ; it would have led to over-production in 
certain branches of trade, to an orgy of speculation and to 
an increase of consumption to an unwarranted degree. 
That was not the idea of the German Government which 
wanted to use the credit expansion for the purpose of 
producing capital goods and arms, not consumption goods, 
Consequently, the German authorities did not simply 
increase the total credit resources, leaving it to the bankers 
and industrialists to decide what should be produced. 
Credit expansion served solely the purpose of increasing 
^ke production of what was wanted for the preparation of 
Germany’s war economy. Nor was speculation allowed to 
break loose. Unsound promoting activity, which under 
liberal capitalism always accompanies an upward trend of 
trade, was nipped in the bud and profiteering was dis¬ 
couraged by placing a limit to dividends. The German 
people were prevented from indulginginluxury consumption 
that might have been caused by the improvement of trade 
conditions. Rationing was introduced long before the 
War and was based on Goering’s “ guns instead of butter ” 
principle. German finance was put into a strait-jacket 
internally and internationally. The banks had to conform 
their activities to the Government’s plans. International 
movements of capital were brought under control through 
the strictest exchange restrictions ever known in financial 
history. But for this control the expansionary monetary 
policy and the limitations of dividends would have led to 
a wholesale outflow of capital which would have wrecked 
the Four Year Plan. The price level was kept down with 
the aid of drastic control measures. Thus, in addition to 
credit expansion, the spectacular increase of German 
production was the result of much hard thinking and a 
series of measures of economic planning and control. In 
the absence of planning, credit expansion in Germany 
would not have resulted in the same degree of increase of 
production, and it would have been accompanied by a 
high degree of inflation. 

The German lesson is valuable for all who wish to learn. 
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It is important that its teaching should be understood 
correctly. The experiment proves the necessity for far- 
reaching measures of economic control to accompany 
monetary expansion. 

The question is, should Government planning be exercised 
through control over the banks ? Would it be sufficient if 
the planning authorities tried to regulate the volume of 
production in each trade by instructing the banks to 
increase or reduce their total loans granted to that trade ? 
If banks were the sole source of financing this method 
would be reasonably adequate ; in practice, however, 
producers may have substantial financial resources at theii; 
disposal independently of those lent to them by the banks. 
They may have liquid reserves or investments which they 
are in a position to realise and thereby to defy the attempt 
of the authorities to restrict their production. They may 
secure capital from other investors and could raise funds 
even if the public issue of loans and shares remained under 
control. Thus, control by the planning authorities through 
the intermediary of banks would not prevent altogether 
over-production in excess of the quantity that is considered 
socially necessary. 

What is perhaps even more important, the banks would 
not be in a position to induce their customers to borrow 
to the limit that would be fixed by the planning authorities. 
It is indispensable, therefore, that the latter should be in 
direct touch with the producers through their representative 
organisations, and that the r6lc of the banks should be 
confined to financing the production determined by the 
planning authorities. 

Under this system the banks would have considerably 
less power than they had in pre-War days, when they were 
able to decide whether a business proposition should or 
should not be carried out. Nevertheless, they would 
remain a useful part of the economic system, since they 
would continue to provide the financial resources required 
for production. A highly controversial question is whether 
they should do so with or without Government guarantee. If 
the principle were adopted that every business proposition 
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which is in accordance with the plans of the Government 
should enjoy Government guarantee, then the r6le of 
the banks would be reduced to that of the Banking Depart* 
ment of the Treasury, in which case the continued existence 
of privately owned banks would cease to be justified. A 
better solution would be to leave it to the banks to decide 
whether they wish to finance the plans with or with¬ 
out Government guarantee. If they want the Treasury 
to guarantee their loans then they are only entitled to a 
low interest rate corresponding more or less to the Treasury 
Bill rates. If, on the other hand, they are prepared to 
finance their customers at their own risk, then they are 
entitled to the usual loan rates. The difference between 
the two should be the Treasury’s commission for the loans 
under Government guarantee. This solution would retain 
for the banks a high degree of individual initiative and 
responsibility that would justify their continued existence 
under the new system and would secure for them adequate 
profits. 

A much more difficult problem to solve will be to deter¬ 
mine the limit of monetary expansion that can be undertaken 
without undue risks. What most expansionists fail to 
realise is that unlimited expansion is dangerous even if it 
is undertaken for productive purposes. Economic planning 
can materially reduce the risk and increase the extent to 
which expansion can be undertaken safely. Nevertheless, 
even in a planned economy, inflation is a possibility which 
should not be ignored. Unless all prices are subject to 
watertight control, errors of judgment regarding the nature 
and extent of consumers’ demands might lead to a rising 
trend of prices which, if it persisted, might give rise to 
hoarding. If, as a result of one-sided expansion in any 
particular country, it should become necessary repeatedly 
to devalue its currency, a wave of distrust might develop, 
leading to a flight from that currency. Even though 
exchange control would stop the flight of capital abroad 
on a very large scale, it would be difficult to prevent the 
public from hedging against devaluation by purchasing 
Anything with intrinsic value that is obtainable. 
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It is necessary to guard against the light-hearted attitude 
of advanced monetary expansionists who believe that 
expansion can be proceeded with ad infinitum , and that 
every time their currency becomes over-valued in con¬ 
sequence of their policy it should be cheerfully devalued 
again and again. This conception represents a not un¬ 
natural swing of the pendulum from the rigid orthodox 
conception. There is, however, a happy medium between 
the two. Expansion should be proceeded with, but not 
without taking the utmost care to safeguard equilibrium, 
internal and international. It would be deplorable if 
careless expansion were allowed to endanger the foundations 
of a planned economy, and if as a result of the crisis that 
it might provoke it were to discredit progress in monetary 
and economic ideas. The result of ill-advised excessive 
expansion might easily be a reversion to rigid orthodoxy. 
This would mean a setback in the progress of mankind, 
and the frustration of hopes for freedom from want. 


CHAPTER VII 

EMPLOYMENT AND PLANNING 

The main object of most of those who are trying to think 
ahead about post-War economic conditions is to devise 
a system by which abnormal unemployment could be 
avoided. This is the elementary condition under which 
freedom from want could be achieved and maintained in 
the long run. It ought to be borne in mind that the full 
utilisation of the productive resources of mankind and the 
general improvement in its standard of living are doubtless 
the ultimate goals to be aimed at, and the provision of as 
full employment as possible is merely the means to those 
ends. Nevertheless, in this instance, as in so many instances, 
popular opinion attaches more importance to the means 
than to the end. Increase of production and improvement 
of the standard of living are regarded as mere matters of 
degree. On the other hand, the question whether under 
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the post-War economic system it will be possible to prevent 
unemployment from rising into millions is considered to be 
the supreme test of that system. Even if it were entirely 
unjustified from an economic point of view to reform the 
economic system for the sake of preventing wholesale 
unemployment, it would be indispensable to do so for 
political reasons. It is an imperative political necessity for 
any Government which wishes to remain in office after 
the War to shape its economic policy with the object of 
avoiding large-scale unemployment. Indeed, failure to 
achieve this end would endanger not only the popularity 
of the Government but the very existence of the political 
regime. 

After the last war the masses of unemployed in Great 
Britain submitted to their fate with amazing meekness. 
There were, it is true, occasional demonstrations, and 
hunger marchers from South Wales horrified Mayfair by 
entering the sacred precincts of the Ritz in order to draw 
attention to their grievances by their presence in these 
unusual surroundings. Generally speaking, however, it is 
true that unemployment was accepted by most people, 
including the unemployed themselves, as something in¬ 
evitable. The unemployed and potentially unemployed 
did not seek to overthrow the regime or even to overthrow 
the Government ; they did not cause any violent disturb¬ 
ances ; they did not swell the ranks of the Communist 
party ; they did not even vote en masse against the Conserva¬ 
tive Government at the General Elections of 1931 and 1935. 
They considered their condition as an act of God which, 
deplorable as it was, had to be put up with. 

All this attitude is now a matter of the past. Rightly 
or wrongly, the masses have come to the conclusion that* 
unemployment is not inevitable and that the remedy lies 
in the hands of those responsible for the shaping \>f the 
country’s economic policy. During the War there has been 
employment for everybody wanting to work, and for a 
good many people not wanting to work. It is true the 
position was more or less the same during the last war, 
and in spite of that the public put up with unemployment 
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between the two wars. The difference is that in the mean¬ 
time unemployment was successfully abolished in time of 
peace in at least two countries, Russia and Germany. It 
was abolished long before the War in Soviet Russia, but it 
was not until recently that this was adequately realised 
abroad. Unemployment was also abolished in Germany 
from the middle ’thirties onward. Admittedly it is often 
argued that both countries only succeeded in abolishing 
unemployment by means of piling up armaments. There 
is no reason, however, why the same result should not have 
been achieved if both countries had employed their full 
productive capacity for civilian purposes. The myth that 
full employment can only be achieved by preparing for war 
or by actively engaging in war is as unfounded as it is 
dangerous. From an economic point of view it should be 
much easier and less risky to achieve full employment by 
producing consumers’ goods and capital goods. It is true 
that, in the past, countries have been reluctant to resort 
to unorthodox methods in order to reach full employment 
except under the influence of imperative requirements of 
national defence or of ambitions of conquest. Once it is 
realised, however, that the same resources can be used also 
for productive purposes, pressure will be brought to bear 
on the Governments to do so. 

It is also argued, often by people who ought to know better, 
that the price paid for the abolition of unemployment is 
necessarily the abolition of individuaLright. The war-time 
experience of the democra tic countries shows, however, that 
the adoption of a rational economic system is not 
incompatible with democracy. 

Nothing could ever persuade the public again that 
unemployment is something inevitable and incurable. It 
is now widely realised that unemployment can be abolished 
by means of a progressive financial policy coupled with 
economic planning. 

The opponents of planning cannot pretend that under 
the system of their choice it would be possible to prevent 
abnormal unemployment. After all, that system had been ^ 
in operation for a long time and the facts and figures of 
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unemployment before the War cannot be argued out of 
existence. There is no choice for the individualists, 
therefore, but to admit that unemployment forms an 
integral part of their system. Indeed, the automatic 
system can only work through a series of adjustments of 
pioduction involving unemployment. Since unemployment 
under the competitive system is a necessity, the supporters 
of that system seek to make a virtue of a necessity. In 
doing so, they follow the traditions of the classical 
economists whose callous indifference to human suffering 
caused by the working of the automatic system is proverbial. 
It is based on the time-honoured philosophy that it is 
necessary for the masses to be poor in order that the rich 
should be able to provide the capital without which the 
economic system could not function and without which 
the poor would be poorer still. The apologists of the 
competitive system believe in the need for a permanent 
labour reserve which should be available whenever addi¬ 
tional labour is required for some purpose. The existence 
of a large reserve of unemployed necessarily strengthens the 
bargaining position of employers. It contributes towards 
the maintenance of industrial discipline without which the 
output is liable to decline. It tends to keep down the cost 
of production and the price level. The same school of 
thought believes that if unemployment were abolished the 
result would be a permanent trend towards the depreciation 
of the currency because, owing to permanent shortage of 
labour, employers would be unable to resist wages demands. 
The vicious spiral of wages, costs and prices would then 
chase each other in an upward direction. The result 
would be that the countries which have no unemployment 
would have to depreciate their currencies in relation to 
those countries where the existence of unemployment made 
it possible to maintain a stable price level. 

All this may sound very convincing until it is examined 
in the light of actual experience between the two wars. 
Although there was an abnormal degree of unemployment 
in Great Britain throughout the twenty years that preceded 
this War,, this did not prevent bitter wages disputes. Nor 
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did it prevent the depreciation of the currency from 1931 
onwards. In the ’thirties the existence of wholesale un¬ 
employment failed to enable the British and United States 
Governments to adjust wages to a level at which sterling 
and the dollar ceased to be over-valued compared with 
other currencies. Among the large industrial countries, 
France alone was able to keep down unemployment to 
a more or less normal level throughout the period between 
the two wars. Notwithstanding this, France maintained 
the stability of her currency long after sterling and th^ 
dollar had depreciated. Now that it is realised that 
unemployment need not be incurable, prolonged abnormal 
unemployment is bound to create a political situation in 
which the bargaining position of the workmen would 
increase, notwithstanding the existence of large-scale 
unemployment. Beyond doubt, the inability of the com¬ 
petitive system to provide a solution for wholesale un¬ 
employment is the gravest fault of that system. Now that 
the public realises that it is possible to abolish wholesale 
unemployment under other systems, any prolonged large- 
scale unemployment would necessarily lead to agitation in 
favour of discarding the system which is helpless in face of 
the problem. This means that in the changed circumstances 
Communism or Fascism would be the logical outcome of an 
effort to retain the economic system which is unable and 
even unwilling to cope with unemployment. 

It is essential for those who are attached to individual 
freedom, and also for those who are attached to the system 
of capitalism, to realise that their only hope for survival 
lies in devising a system under which it is possible to keep 
unemployment within tolerable proportions. Freedom- 
loving people should realise that unless they are prepared 
to forego part of their economic freedom for the sake of 
planned employment, they will be in danger of losing their 
political freedom through the establishment of a Communist 
or Fascist regime in consequence of the discontent caused 
by unemployment. Employers, business men and investors 
should realise that unless they are prepared to submit to 
curtailment of their freedom through economic planning 
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they are in danger of losing all they possess through a 
Communist revolution. They may hope, it is true, that 
possibly it would not be Communism but Fascism which 
would emerge triumphant from a political upheaval caused 
by discontent over unemployment. Admittedly, no one 
could foresee which of the two systems would gain the 
upper hand eventually, but even assuming that the com¬ 
petitive system is replaced by Fascism, business men and 
investors would have very little cause to be pleased. It is 
not adequately realised outside Germany that under the 
Nazi regime the once-powerful captains of industry were 
reduced to the r6le of paid managers in their own factories ; 
that dividends were limited to 6 per cent., and that in all 
but outward form Fascism means the end of Capitalism. 
It is to the interest of industrialists and investors to put 
up with a very high degree of planning under a democratic 
system rather than run the risk of having to put up with 
a much higher degree of regimentation under Fascism. 
In any case, there is always the risk that it will be Com¬ 
munism that would emerge victorious eventually, if the 
problem of unemployment cannot be solved. It is well 
worth while, therefore, for capitalists to sacrifice part of 
their economic freedom as an insurance premium against 
both Fascism and Communism. 

It is unfortunate that many supporters of the planned 
economic system should allow themselves to be carried too 
far in their zeal, and talk about the possibility of achieving 
full employment without qualifying the meaning of that 
term. Immediately after the War there is bound to be a 
high degree of unemployment until production can be 
reorganised for peace requirements and until supplies of 
raw materials begin to arrive in adequate quantities. This 
degree of unemployment can be kept down through 
regulated demobilisation, but it cannot be avoided altogether 
during the first post-War year or two. Nor is it possible to 
avoid seasonal unemployment even though good organisa¬ 
tion would be able to provide temporary work for those 
whose labour is only required in certain seasons. It would 
be unfortunate if the planned economic system became 



84 FREEDOM FROM WANT 

discredited as a result of temporary large-scale unemploy¬ 
ment during the period of adjustment, or as a result of a 
certain degree of permanent unemployment which would 
be inevitable. The public should be made to realise that 
what economic planning is aiming at is not full employment 
in the literal sense of the term, but the abolition of an 
abnormal degree of more or less permanent unemployment 
and the prevention of periodic abnormal increases of 
unemployment through the operation of trade cycles. 
There may remain a few hundred thousand unemployed in 
each large industrial country, and possibly seasonal un¬ 
employment would add some hundreds of thousands to 
this figure during certain periods of the year. On the other 
hand, there should never be an increase of unemployment 
running into millions. 

The difference between the pre-War system and the 
proposed post-War system is that under the former un¬ 
employment was left to take care of itself—apart from some 
very inadequate relief schemes—while under the latter, 
one of the principal tasks of the authorities would be to take 
measures by which to reduce unemployment to normal 
proportions. Never again would trade depression be 
allowed to develop and to create wholesale unemployment, 
and never again would maladjustments in the economic 
system such as existed in Great Britain between the two 
wars be allowed to result in permanent large-scale un¬ 
employment. 

It is outside the scope- of this book to produce a detailed 
plan of how to avoid large-scale unemployment after the 
War. This is a task which can only be undertaken by the 
Government in close co-operation with employers’ and 
employees’ organisations. There are, however, certain 
general considerations which should be pointed out. 

The primary object of economic planning and of a 
progressive monetary policy should be the full utilisation 
of economic resources and the improvement in the standard 
of living, not the creation of employment for employment’s 
sake. During the early phases of National Socialism in 
Germany, Hitler was determined to secure the support of 
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the masses by creating employment at all costs. To t£*«i 
end, he compelled employers to increase the number of 
their employees even when there was no economic justifica¬ 
tion for doing so. Textile industries, for instance, were 
forced to revert to the one-loom system in order to find 
work for a large number of people, which was a distinctly 
retrograde step. It would be tempting, after the War, to 
adopt similar devices for purely political considerations, to 
reduce unemployment at all costs. From an economic 
point of view even unemployment is preferable to such 
remedies. It is to be hoped that by the end of the War 
plans for productive work will have been elaborated which 
will make it possible to provide employment without having 
to resort to devices which contribute nothing to human 
welfare. 

The achievement of a satisfactory degree of employment 
makes it necessary for the Government to retain much of 
its powers of compulsion acquired during the War. Planning 
of production itself involves a high degree of interference 
with both employers and employees. It is necessary to 
bear in mind that the problem of full employment is entirely 
incapable of solution on a sectional basis. It can only be 
solved on a national basis. This means, that for the sake 
of full employment it may be necessary to transfer workmen 
from one branch of production to another and from one 
part of the country to another. It is inconceivable that 
under any system workmen could be guaranteed work 
permanently in the same branch of production and in the 
same locality. For the sake of full employment workmen 
will have to agree to be employed on different jobs and to 
be trained, if necessary, for that purpose. In order to 
avoid undue hardship and waste of acquired skill, workmen 
who are thus transferred to other trades should have a 
prior claim for re-transfer if and when there should occur 
vacancies in their original trades. Hardship arising ftorn 
the transfer of workmen to other parts of the country 
shoul^ be mitigated by the creation of mobile divisions of 
workmen, consisting of young unmarried people who 



86 


FREEDOM FROM WANT 


could easily be moved, rather than moving those with 
established homes and families. 

Employers, too, should be subject to a high degree of 
compulsion if necessary in the interests of full employment. 
The central planning authority should have the power to 
order them to produce goods if necessary on a “ cost plus 
profit 55 basis. It should also be possible for the Government 
to dispose of raw material stocks, machine tools, equipment 
and factory accommodation in accordance with the interests 
of an increased production of the country as during the War. 

The provision of steady employment is by no means the 
only object of planned employment. A stage will be reached 
at which the problem will no longer be how to provide 
employment but how to provide workmen. This stage 
was reached in the last war and also in this War. Post-War 
economic policy would fail in its object unless that stage is 
reached as soon as post-War adjustments have been com¬ 
pleted. The task of the planning authorities will then be 
to provide additional labour on the basis of a well- 
considered list of priorities in the same way as during the 
War, only with a different object. Another task of the 
central planning authorities would be to ensure that every¬ 
body who is capable of working should do some work. 
One of the worst aspects of the development of this country 
under the competitive system before this War was the 
increase in the number of idle members of the community. 
In addition to the millions of unemployed there were 
hundreds of thousands living on inherited incomes without 
doing any useful work whatsoever. A century of prosperity 
increased the number of those who were able to live without 
employment on a few hundreds a year. Many thousands 
of them settled abroad, where the cost of living was lower 
and taxation was lighter. There were entire colonies of 
British people on the French Riviera, in Italy, in Spain, 
etc., leading a pleasant but utterly useless existence. A 
community cannot afford to carry such passengers. While 
every provision has to be made to secure the infirm and the 
aged against want, the work of all able-bodied men and 
women has to be enlisted after the War. Working capacity 
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is too precious a national asset to be wasted in idleness, 
whether enforced or voluntary. 

Fortunately, a large section of those who led futile and 
idle existences before the War and who have been compelled 
by war-time mobilisation of labour to engage in work, 
have every intention of continuing to work after the War. 
Many of those who had led a life of leisure and boredom 
now find it more satisfying to be fully occupied, and do 
not want to return to their pre-War manner of living, 
even if they could afford to do so. In any case, high 
, taxation will compel many of the pre-War rentier class to 
find at least part-time employment. Their compulsory 
employment when labour reserves are exhausted would 
not therefore meet with much opposition. 

While the primary object of the policy to abolish whole¬ 
sale unemployment would be to safeguard the working 
classes against sufferings through inadequate income, it is 
also necessary to bear in mind the effect of that policy 
on the volume of production and on human welfare in 
general. Let us for a moment visualise the situation that 
would have arisen if, instead of allowing i \ million or more 
workmen to remain unemployed between the two wars, 
British economic policy had provided them with employ¬ 
ment in the form of public works and planned private 
capital expenditure. With the aid of the army of un¬ 
employed, duly trained and organised, all the slums could 
have been cleared and towns re-planned on modern lines. 
The traffic problem could have been solved in the towns 
and in the country. Obsolete industrial equipment could 
have been modernised and industries could have beep 
rationalised. It is true it would have meant the expenditure 
of thousands of millions of pounds and the public debt 
would have had to be increased accordingly. Even so, the 
community as a whole would have been much better off 
on balance. Its increased taxation capacity would have 
enabled the Treasury to cope with the increased public 
debt. There would have been an all-round improvement 
in the standard of living, in public health and in morale. 
The demoralising effect of permanent unemployment and 
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the deterioration of the human material' through under¬ 
nourishment could have been avoided. There is no com¬ 
parable advantage that the competitive economic system 
could possibly offer. 


CHAPTER VIII 

SOCIAL SECURITY 

We saw in the last chapter that even under the system of 
planned economy the ideal of full employment cannot 
altogether be achieved. All that we can reasonably hope 
for is that prolonged unemployment on an abnormal 
scale such as most countries experienced between the two 
wars can be avoided. Seasonal unemployment will remain ; 
and from time to time the necessity of adjustments in pro¬ 
duction will lead to temporary unemployment on a scale 
which, though modest in comparison with the unemploy¬ 
ment in the ’twenties and ’thirties, will be far from negligible. 
It is essential that the workmen who thus become unem¬ 
ployed should be looked after more generously than they 
had been under the old system. It is equally important 
that prolonged illness and various other contingenc 
should be provided for adequately. All these problems 
dealt with in the admirable plan of social security elaborated 
by Sir William Beveridge in 1942. 

This chapter is not meant to give a critical examination 
or even a detailed appreciation of the Beveridge Plan. 
Nor does it attempt to put forward any alternative plan. 
The Beveridge Report has been subject to much discussion 
and most people have become more or less acquainted with 
its principles and essential details. Without unconditionally 
endorsing the plan as it stands, I feel that its principles 
are sound and prefer to leave the critical examination of 
its details to specialists. This chapter is confined to some 
general considerations inspired by the Plan. 

Most opponents of tlje Plan criticise it on the ground 
that Great Britain, impoverished as she will be after the 
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War, will be unable to afford the luxury of mcreasjhig hfer 
expenditure on social services, which in any case is already 
higher than that of most other countries. Before dealing 
with this objection, we have to examine the more funda¬ 
mental objection which was voiced by a minority of the 
critics of the Plan. They maintain that the fundamental 
idea of abolishing want is unsound because it is only fear 
of want that spurs the working classes into activity. 
According to this conception, if the working classes are 
sure of a tolerable existence irrespective of whether they 
( are in or out of employment, this would inevitably reduce 
the incentive to work. It would lead to wholesale absen¬ 
teeism and malingering, and would tend to reduce the 
output. As a result, simultaneously with the ipcrease of 
the purchasing power of the masses the volume of goods 
available for them would decline. The result would be 
either a depletion of stocks or a rise in prices which would 
wipe out the advantages of higher benefits under the 
Beveridge Plan. 

Unfortunately this argument cannot be dismissed out of 
hand. It is based on the deeply rooted nineteenth-century 
conception of the Economic Man, who is supposed to ajm 
at obtaining the highest possible degree of material 
advantages in return for the least possible degree of effort. 
Under competitive capitalism this conception was sub¬ 
stantially correct. If the spirit of the Economic Man 
continues to prevail under the new system, then the 
Beveridge Plan is doomed to failure. There can be no 
doubt that there is a tendency for workmen to slacken 
when they consider themselves free, or comparatively free, 
of the menace of want. It is a fact that the output of 
bricklayers is lower when engaged in building Council 
houses than under private contractors, and it is lower 
when the Council is controlled by Socialists than when it 
is controlled by Conservatives. It is also a fact that higher 
wages in coal mines tend to lower output, for miners need 
not feel the same urge to exert themselves if they can cover 
their essential requirements with less exertion. 

The question is : need this be necessarily so or would 
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it be possible to bring about a change of attitude in the 
working classes ? During the War, especially at the time 
of the Battle of Britain, and on occasions of special drives, 
the output in arms factories rose to an amazing degree, 
which shows the difference between working with zeal 
and following the principle of the Economic Man. The 
success of the Beveridge Plan stands or falls on the 
possibility of introducing a similar spirit in time of peace. 

From this point of view the presentation of the Plan, 
and even more the attitude of the Government and of the 
ruling classes towards it, could only be described as-j 
deplorably short-sighted. Sir William Beveridge himself 
cannot escape criticism for presenting his Plan as a means 
capable of achieving freedom from want. While in his 
report he makes it plain that want is only one of the evils 
against which mankind has to fight, he claims that his 
Plan provides the solution for that evil. The whole Report 
conveys the impression that want can be abolished with a 
stroke of the pen and that the matter is entirely in the 
hands of the ruling classes, who at present control the 
Parliamentary majority. 

Nothing can be farther from the truth. Want can only 
be abolished if the working classes receive the Beveridge 
Plan and the whole economic reform aiming at achieving 
full employment in the right spirit. If not, the decline of 
output would create conditions amidst which the opponents 
of the Beveridge Plan and of economic planning would 
have an opportunity to put the clock back to 1939. If the 
Beveridge Plan should lead to a slackening of the efforts 
of workmen, or even if it should fail to lead to an appreciable 
increase of their efforts, then it will have failed and there 
would be every justification for its repeal. It was from this 
point of view a deplorable mistake to present the Plan as 
representing the fundamental rights of the workmen without 
carrying any obligations with it. In reality, the success of 
the Plan depends as much on the working classes as on the 
ruling classes. If the latter can be persuaded or forced to 
accept the Plan, this would only be half the battle. The 
outcome of the other half would depend on the reaction of 
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the working classes to the Plan. If they react to it in the 
wrong way then the Plan is bound to be short-lived. In 
the interests of the community as a whole it would then 
become justified and necessary to withdraw the concession 
which the working classes have failed to deserve. 

This point of view ought to have been stressed by the 
author of the Plan, and he ought to have used his immense 
prestige and popularity for making the workmen realise 
that the success of the Plan and its permanent adoption 
depends on them and on them alone. Instead of declaring 
that the community could not afford not to have his Plan 
(which from an economic point of view is just a piece of 
rhetoric, since the community has existed for many thou¬ 
sands of years without it), Sir William Beveridge ought to 
have emphasised that the adoption of the Plan must 
necessarily be regarded as experimental, the success of 
which from the point of view of its effect on the output 
would determine whether or not it should be retained 
permanently. 

Beyond doubt, Sir William Beveridge is fully aware of 
these elementary facts ; the reason why in spite of this he 
chose to take the line of advocating his Plan without any 
reservations is probably that the politician within him got 
the better of the economist. He realised that the first step 
towards the adoption of his Plan would be to overcome 
political resistance on the part of the ruling classes. For 
this reason he felt that by stressing the risk of an unfavour¬ 
able reaction to the adoption of the Plan he would weaken 
the political case in its favour. Hence the faulty presentation 
of the Plan. 

If Sir William Beveridge is to blame, the attitude of the 
Government and of a very large section of the Conservative 
Party and business interests calls for even more emphatic 
censure. They missed a unique opportunity of making a 
magnanimous gesture by which a lasting conciliation between 
classes might have been achieved. Admittedly the Con¬ 
servative Party has an impressive record for having adopted 
social legislation. It is impossible to deny, however, that 
progress was made to a large extent under the pressure 
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of the growing power of organised labour. In any case, 
progress was gradual, and no single instance was sufficiently 1 
impressive to lay the foundations of reconciliation between 
the conflicting class interest. The Beveridge Plan, on the 
other hand, provided an opportunity for achieving social 
peace with one stroke. Its comprehensive character' and 
the spirit that inspires it place this Plan in a totally different 
category from the piecemeal reform measures adopted more 
or less reluctantly by the Conservative Party during the 
past hundred years. If the Conservative Party and business 
interests in general had seized upon this opportunity, and 
had accepted the main principles of the Report before? 
there was any political pressure on them, they could with 
right have expected a similarly generous response on the 
part of the working classes. Instead, the majority of them 
set out to resist the Plan to the utmost. Well-organised 
campaigns were conducted throughout the country and 
newspapers representing vested interests adopted an openly 
hostile attitude. While a section of the Conservative 
Party, consisting mostly of young Conservative M.P.s, 
and progressive Conservative newspapers headed by “ The 
Times/ 5 pronounced themselves in favour of the Plan, 
the majority of Conservative interests left no doubt about 
its determination to die in the last ditch in opposing it. 

As for the Government, it has succeeded in getting the 
worst of both worlds. It adopted the formula suggested 
by Sir Kingsley Wood that while accepting a large part 
of the recommendations of the Report, there could be no 
definite commitments until after the War when the financial 
situation of the country can be assessed. It is perplexing 
why the Government should have decided to publish the 
Report at all if it had no intention of adopting it definitely 
at a comparatively early date. It was incredibly bad 
psychology to dangle the Report before the public and 
then to tell them that its adoption was still far from certain. 
Indeed, in his speech during the Beveridge debate in the 
House of Gommons, Sir Kingsley Wood made it plain 
that on his part he considers it most unlikely that financial 
conditions after the War would be such as to justify the 
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adoption of those recommendations of the Beveridge 
Report which the Government was prepared to accept in 
principle. 

If the Government hoped to get the best of both worlds 
by gaining popularity and stimulating the War effort 
through arousing hopes about the eventual adoption of 
the Beveridge Plan, while carefully avoiding definitely to 
commit itself, it took very little time to discover how 
mistaken this policy was. Its refusal to commit itself to 
any part of the Beveridge Plan aroused much bitterness and 
distrust. Even in the absence of any definite pledge for 
its adoption it seems certain that the Government will be, 
nevertheless, forced to adopt the Plan against its wish, for 
the Plan has stirred the imagination of the country and the 
chances are that any Government which will try to reject 
it after the War on the ground of unsatisfactory financial 
conditions would be swept out of office at the next General 
Election. The adoption of the Beveridge Plan, or some¬ 
thing similar to it, must now be regarded as a political 
necessity. From this point of view, as distinct from the 
economic point of view, it is correct to say that we cannot 
afford not to have it. Instead of making a grand gesture 
by giving the Plan to the nation as a reward for its sacrifices, 
the Government will be forced to concede its adoption at 
the point of the revolver. The result is that the beneficial 
psychological effect of the adoption of the Beveridge Plan 
has been forfeited in advance. 

The argument used by the Government and by opponents 
of the Plan against immediate commitments is that at the 
present stage we have no means of knowing whether financial 
conditions after the War will allow this country to increase 
its social expenditure. Admittedly the financial outlook is 
obscure, but considerably less so than it was in 1940, when 
the Government assumed huge commitments by adopting 
the War Damage Act. At that time the Blitz was in full 
swing and there was every reason to take it for granted 
that it would continue on an increasing scale for years 
until the end of the War. Had this assumption proved to 
be correct, the Government’s liabilities under the War 
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Damage Act would have amounted to thousands of millions 
of pounds by now, and would have reached astronomic 
figures by the end of the War. At the same time the 
country’s taxable capacity would have declined accordingly. 
On this ground alone the financial outlook was much more 
obscure than it appears to be at the time of writing. More¬ 
over, in 194.0 the Lend-Lease Act had not yet been passed 
by the United States Congress, and it was impossible to 
budget on the assumption that it would be passed. Finally, 
the military outlook was incomparably worse than it is now. 
Before Russia and the United States had entered the Wai 
there was, to say the least, a strong possibility that the War 
would end in a stalemate. In that case, the rearmament 
race would have had to continue in preparation for the 
renewal of the hostilities, which would have meant that 
all the resources of the country would have had to be 
devoted to military expenditure in the interests of survival. 
Now that victory is only a question of time, there is reason 
to hope that it will be possible to reduce military expenditure 
as a result of the complete disarmament of Germany. It 
would be idle to deny, therefore, that in 1943 the post-War 
financial outlook appeared to be much clearer and much 
less gloomy than it did three years earlier. In spite of 
this, the Government is unwilling to assume the limited 
commitments required by the Beveridge Plan, even though 
it unhesitatingly assumed in 1940 the practically unlimited 
commitments called for by the War Damage Act. 

It is true in practice the War Damage Act has proved 
to be considerably less costly than it was expected to be. 
As a result of the decline of German air activity over this 
country, the amount of damage is a mere fraction of what 
had to be anticipated on the ground of the vast scale of 
air attacks in 1940-41. In fact, the insurance premiums 
collected by the Government largely covered the actual 
amount of the damage. This could not possibly have been 
foreseen, however, at the time when the War Damage Act 
was passed, and the fact that this Act was so much less 
costly than it had been expected to be is in reality an 
argument in favour of the Beveridge Plan rather thajfl 
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against it. For the difference between the anticipated and 
real cost of the War Damage Act is sufficient to pay for the 
Beveridge Plan for a generation at least. 

Beyond doubt, after the War the Government will have 
very considerable financial commitments. The cost of the 
debt service will itself be about equal to the whole of the 
pre-War budget. There will be the cost of the reconstruc¬ 
tion and also the cost of national defence, which will have 
to be kept above its pre-War level in the interests of freedom 
from fear. In the circumstances, the addition of some 
hundreds of millions of pounds of expenditure on the 
Beveridge Plan would necessarily mean the maintenance 
of high direct taxation, to begin with at any rate. Even so, 
from a national point of view, the advantages of the 
Beveridge Plan would make it worth while to maintain 
high taxation. For one thing, the increased purchasing 
power of the population would secure for industries a good 
steady home market. The improvement of the standard 
of living of the poorest classes would necessarily lead to an 
improvement of national health, the advantages of which 
can hardly be expressed in pounds, shillings and pence. 
Moreover, better trade and the improved national health 
would lead to an increase of the national income and of 
national wealth, as a result of which the amount of the 
public debt and the fixed charges of the Budget could 
become less unbearable. As Mr. Herbert Morrison rightly 
pointed out in winding up the Beveridge debate in the 
House of Commons in February, 1943, it is a mistake to 
regard national income as a fixed quantity. It is an 
expanding quantity and its expansion justifies boldness in 
planning our expenditure. 

Pessimism about financial and economic prospects after 
the War that is responsible for the Government’s reluctance 
to commit itself definitely to the Beveridge Plan is by no 
means a new phenomenon. Lord Snell, when winding 
up the Beveridge debate in the House of Lords, quoted a 
number of prominent statesmen, including Pitt, Wellington 
and Wilberforce, as having expressed utterly defeatist 
views about the economic and financial consequences of 
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the ruinous expenditure of the Napoleonic wars. And 
yet the total cost of .those wars was equal to a few months 1 
cost of the present War. The end of the Napoleonic Wars 
was followed by a century of unprecedented prosperity as 
a result of which the public debt inherited from them, 
which had by no means diminished during subsequent 
decades, had come to be regarded as a negligible quantity. 
There is no reason to suppose that history will not repeat 
itself in this respect and that in another hundred years 
the public debt inherited from the present War will not 
become a relatively small fraction of the rapidly increasing 
national wealth. < 

For this reason the timidity of the opponents of the 
Beveridge Plan on the ground of the uncertainty of the 
financial outlook is entirely unjustified. There is only one 
ground on which hesitation is justifiable, and that is the 
uncertainty of the way in which the working classes would 
react to the adoption of the Beveridge Plan. As I pointed 
out above, its presentation has been hopelessly mismanaged 
and the Government’s attitude towards it has spoilt in 
advance the favourable psychological effect of its adoption. 
All is not yet lost, however. There is still time to discard 
the narrow and pettifogging Treasury formula by which 
the adoption of the Beveridge Plan is made conditional on 
the post-War financial situation, and to replace it by a 
formula according to which the Beveridge -Plan would be 
adopted after the War as an experiment, while its final 
adoption would be made dependent on its effect on the 
output. Should social security lead to a slackening of the 
workmen’s productive effort, then the country could not 
possibly afford to have the Beveridge Plan. Should, on 
the other hand, the working classes show their appreciation 
of the benefits conferred on them by the Plan through 
increasing their efforts, then the Beveridge Plan would 
prove to be fully justified irrespective of budgetary con¬ 
siderations. 

The workmen should be made to realise that it all 
depends on them whether or not they will achieve social 
security and freedom from want. 
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CHAPTER IX 

PLANNED DISTRIBUTION 

The main object of post-War planning will be to increase 
production. Hardly less important, however, is the 
planning of distribution with a view to reducing inequality. 
The Beveridge Plan is qne of the means to that end. A 
higher degree of equality of incomes is not merely a matter 
of social justice, but is also a great advantage from a 
purely economic point of view. It would tend to expand 
^thc home market and would enable industries to enjoy the 
'advantages of mass production. 

The question whether or not it is to the interests of man¬ 
kind that there should be a more equal distribution of 
wealth and income is probably the most controversial 
question in this book. The attitude of the defenders of 
inequality is satirised by Anatole France in his Penguin 
Island. The wise old Penguin puts up a spirited defence of 
the rich by arguing that unless there are rich people there 
would be nobody to look after the poor. This sums up 
the argument of the opponents of a more equal distribution 
of wealth. They point out that a more equal distribution 
would deprive Art of its patrons, and would virtually put 
an end to large voluntary subscriptions to hospitals and 
other charitable institutions. They quote examples of 
industrialists such as Rockefeller, Lord Nuffield, etc., who 
have spent many millions of pounds on the promotion of 
human welfare. All this would be impossible in a society 
where industrialists and speculators were not allowed to 
amass vast fortunes. Admitting all this, it is nevertheless 
doubtful whether the advantages of private patronage of 
Art and of private charity can compare with those of a 
more equal distribution of wealth, which would do away 
to a large extent with the necessity for private support. 
The Government, by taking away in taxation the abnormal 
profits of Big Business, would itself be in a position to 
spend more on the charitable and cultural objects which 
at present depend on private contributions. 


G 
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Another argument of the opponents of a high degree of 
equality in the distribution of wealth is that unless large 
fortunes can be accumulated, it would be impossible to 
provide the capital required for the development of produc¬ 
tion. Against this argument it is necessary to point out 
the progress in the volume of small savings which provides 
an impressive total. Even though these savings usually 
assume the form of Saving Certificates or deposits, and 
their 6wners do not, as a rule, go in for ordinary shares 
or even industrial debentures, this makes very little difference. 
What matters is that the amounts saved are available for 
re-investment. It is moreover conceivable that a more 
equal distribution of wealth would create a new class o^ 
small investors interested in ordinary shares. It would 
do no harm if shares in industrial undertakings were held 
much more widely than they are at present. And if there 
are not enough private investors to provide the capital 
required for the development of production then it is for 
the Government to supplement private initiative. 

In any case, under a planned system the development of 
production does not depend on the extent to which private 
funds become available for that purpose. It depends on 
the capacity of industries to produce capital goods under 
a central plan. If it is decided that a certain factory must 
be erected and equipped, and if the raw materials and 
labour required are available, then the necessary financial 
capital will be forthcoming. 

There can be no doubt that the War has already resulted 
in a levelling down of wealth. Owing to high taxation 
the majority of wealthy people have to live to some extent 
at any rate on their capital. This is regarded by many 
as something bordering on disaster. It is certainly contrary 
to the canons of sound finance inherited from the prosperous 
period of the nineteenth century. In reality, the extent 
to which high taxation forces the wealthy classes to draw 
on their capital is relatively moderate. By liquidating 
between 2 and 3 per cent, of their capital ever^ year they 
are able to maintain their spending power at its pre-War 
level. Assuming that the War will last altogether six years 
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the total extent to which they used up their capital would 
be still under 20 per cent. At the beginning of the War 
most people would have been only too glad to conclude 
an agreement with Providence whereby they would survive 
the War with 80 per cent, of their capital intact. 

The extent of the equalising effect of the War should 
not, therefore, be exaggerated. In an^ case, there are 
factors at work in the opposite direction. This War has 
its war profiteers just as the last war had them. In fact, 
the new rich emerging from this War is an even more 
objectionable type than his predecessor of the last war. 
For, during the last war it was not illegal to make fortunes. 
During this War, on the other hand, the majority of those 
who have enriched themselves have done so through tax 
evasion and black market operations. There is not nearly 
as much chance for a law-abiding citizen to grow rich 
in this War as there was in the last war. The only way 
in which it is still legitimate to build up a fortune is through 
benefiting by capital appreciation. While income tax, 
surtax and excess profit tax have been raised to an almost 
prohibitive level, capital appreciation is still free of taxation. 
This means that as a result of a fall in the purchasing 
power of the pound, or of the development of scarcity values, 
a large number of people will benefit by capital apprecia¬ 
tions without having to pay any tax on their gains. It 
vould be a mistake to imagine, therefore, that the War 
will result in an adequate degree of equalisation of wealth 
and income. That task will be left for post - War 
planning. 

To some extent at any rate taxation aftefc the War will 
continue to act as an equaliser of incomes. Owing to the 
heavy financial burdens inherited from this War and the 
additional commitments which the Government will have 
to undertake, taxation will have to be maintained at a high 
level after the War. Although the object of prolonged high 
taxation is by no means the reduction of inequalities, in 
practice it will produce that effect. 

Needless to say, it will be foolish to envisage the possibility 
of full equality on a Collectivist pattern. Even in Soviet 
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Russia the range between the various grades of incomes 
is very considerable. The wages of workmen whose output 
is specially high (Stakhanovites) are several times higher than 
the standard wages. Specialists are also paid high salaries. 
Since it is considered necessary even in a Communist system 
to maintain the incentive of differential earnings, how 
much more is this necessary in a capitalist system, even 
with free competition and profit motive curtailed ! There 
can be no question of levelling down or levelling up of in¬ 
comes to a certain standard. All that planned distribution 
must aim at is to narrow the range of incomes by raising 
the minimum and lowering the maximum. / 

The Beveridge Plan will go a long way towards increasing 
the incomes of those who, under the old system, were 
struggling at or below subsistence level. At the other 
extreme end of the scale the largest incomes will be curtailed 
by taxation. This can only be done effectively, however, 
if capital appreciation is also taxed. It is a historical fact 
that the largest fortunes have been created not through 
high current earnings but through capital appreciation. 
During a lifetime of successful hard work, Lord Nuffield 
did not earn nearly as much as he did in five minutes when 
he sold his industrial concern on the Stock Exchange. 
The late Sir John Ellerman, who was one of the wealthiest 
men in this country, made the major part of his fortune 
through the boom in tonnage that followed the last War. 
Such examples could be multiplied. There is no reason 
why money earned through capital appreciation should be 
free of taxation. While proposals of a capital levy are as 
foolish as they are illusory, there is an unanswerable case 
for a tax on capital appreciation. 

The fact that capital appreciation is subject to taxation 
in the United States proves that it is quite feasible. And 
the fact that notwithstanding this there has been a bigger 
accumulation of fortunes in the United States than in 
any other parts of the world shows that in itself even this 
device would not solve the problem of planning the distri¬ 
bution of national income. What is called for is a thorough¬ 
going reform of the entire system of taxation. On the^ 
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one hand it will be inevitable to reduce the excess profits 
tax. On the other hand, means must be found for preventing 
the innumerable methods of tax evasion which are at 
present in operation. Notwithstanding efforts to that end, 
many major loopholes are still open. They will remain 
open unless and until the spirit in which our Law Courts 
interpret Finance’ Acts is changed. So long as it is the 
assumption of Judges and juries that their duty is to ensure 
the letter of the law, there are bound to be ingenious 
lawyers, accountants, or retired Income Tax Inspectors, 
who are able to advise taxpayers on how to circumvent 
the law without actually breaking its letter. What is 
needed is to develop the conception that, whatever may be 
the technical position, in equity all incomes should be 
subject to taxation, even though they are disguised by 
various tax-dodging devices. 

If we had an ideal system of taxation, then there would 
be no need to take any steps towards the limitation of profits 
in the interests of a more equal distribution of wealth. 
Since, however, it is too much to expect perfection in our 
fiscal system, the problem has also to be attacked from a 
different angle. During the War, the Prices of Goods Act 
and the Goods and Service Act placed a limit on the extent 
of profits. An attempt was made to limit dividends, but 
was hastily abandoned when it encountered opposition 
from the City. It may become necessary in the interests 
of planned economy to resort to both devices. In any 
case, planned economy is inconceivable without a com¬ 
prehensive system of price control, and one of the objectives 
aimed at should be a fair distribution of profits among 
those playing various parts in the production and distribu¬ 
tion of goods. 

In one respect a more equitable distribution of incomes 
would produce a steadying influence on consumers’ demand 
if not on the demand for particular lines of goods. So 
long as a large proportion of people earn incomes well 
in excess of their primary necessities, it remains impossible 
to foresee the approximate proportion of their income 
which will be saved. This unknown quantity which is 
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iablc to upset the calculations of planners would become 
materially reduced through a more equitable distribution 
of incomes. One of the reasons why booms are apt to 
lead to over-production is that an unduly large proportion 
of the total increase of incomes falls on the large incomes 
and remains consequently largely unspent. The result is 
that a corresponding proportion of the consumers’ goods 
produced remains unsold. The smaller the proportion of 
large incomes to the total national income the larger is the 
percentage of that income which is to be spent on primary 
necessities. It is easier to allow for the probable degree 
of saving on small incomes than on large incomes. 

Planned distribution of incomes goes a long way towards 
solving the problem of planned consumption. In itself, 
however, it is not sufficient ; in fact, one of the results of 
planned distribution is to increase the purchasing power 
of the poorest classes and thereby to increase their freedom 
of choice. We saw in an earlier chapter that freedom of 
choice is detrimental to efficient large-scale production and 
increases the difficulties of planning. Through a curtailment 
of freedom of choice it would be possible to achieve a very 
substantial increase of the output, because, by producing 
smaller number of types of goods, national industry could 
benefit by the advantages of mass production. By spreading 
the overhead charges over a much larger number of units, 
it would be possible to lower the cost of production and 
thereby to secure markets for the surplus output. These 
advantages are in themselves quite sufficient to justify 
planned consumption with the object of limiting the freedom 
of choice. There is, however, a much more substantial 
advantage attached to planned consumption. It is that 
production can be planned without the risk of grave errors 
of judgment. 

So long as production is unable to cover more than a 
fraction of requirements, the problem of planning is compar¬ 
atively simple. The producers are able to sell everything 
they produce and, therefore, the possibilities of errors of 
judgment regarding the types to be produced are limited. 
There can be no unsold and unsaleable surpluses. If, on 
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the other hand, the production of consumption goods 
reaches a high level, then the task of guessing the consumers’ 
requirements becomes more difficult and the risk of errors 
of judgment increases. The choice of undisciplined con¬ 
sumers is an entirely incalculable factor. It is subject to 
considerable changes which can seldom be calculated in 
advance. Under the competitive system the fluctuation 
of consumers’ demand produces its own corrective through 
a fluctuation of prices. Increased preference for certain 
kinds of goods leads to a rise in prices in those goods and 
a fall in prices of the goods which for the time being are 
neglected. The result is that some of the demand is diverted 
from the popular to the unpopular types of goods owing 
to the difference in their prices. 

Under planned production, too, it would be possible to 
bring about price adjustments in order to dispose of an 
unsold surplus or to curtail the excessive demand for goods 
which are not produced in adequate quantities. It is much 
easier, however, from the point of view of planning produc¬ 
tion to induce consumers to buy definite quantities of 
certain kinds of goods. This is done, in fact, during the 
War by means of rationing. It is true rationing merely 
determines the maximum any consumer is alloWed to buy 
and does not actually force the consumer to avail himself 
of his right in full. Rationing does not eliminate altogether 
the fluctuation of demand, but it curtails the range of 
fluctuation to a very considerable degree. 

With a more equal distribution of incomes, rationing 
would become essential, at any rate for a long time after 
this war. While under the pre-War system a lack of 
purchasing power among the masses set a natural limit 
to their purchases, a more equitable distribution would 
place them in the position of buying far more goods than 
the limited supplies which could be made available. In 
the absence of rationing, there would be, therefore, a grave 
risk that a more equitable distribution of* incomes would 
lead to a considerably less equal distribution of essential 
consumers’ goods, for the whole of the available supplies 
might be secured by the first-comers. Rationing would also 
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be necessary in order to enable those who derived monetary 
benefit from the more equal distribution of incomes to 
derive also material benefit from it. If those whose incomes 
are still above the average are allowed to buy up the limited 
supply of clothes, many people with incomes below the 
average would be worse off for clothing than they would 
have been before the redistribution of incomes, unless 
their interests are safeguarded by rationing. 

Needless to say, as and when supplies of goods became 
plentiful, it would be possible to relax rationing, and even 
to do away with it altogether. From time to time, however, 
it might be necessary to resort to the system in order tq( 
secure an equitable distribution of consumers’ goods which 
cannot be supplied in sufficient quantities to satisfy every¬ 
body. Under free competition, such a state of affairs found 
its corrective by a rise in the prices of goods subject to 
strong demand in excess of supply. Under a planned 
system, this corrective should be allowed to play a part so 
far as luxuries are concerned. In the interests of a more 
equitable distribution of real as distinct from monetary 
income it is essential to avoid the discouragement of 
consumption of necessities by means of high prices. 
Rationing is preferable also because stabilisation of the 
price level would go a long way towards planning. 


CHAPTER X 

PLANNED FOREIGN TRADE 

Foreign trade after the War is one of the most controversial 
parts of a highly controversial subject. Opinions on it 
range from those who want foreign trade for its own sake 
and want to increase it at all costs, to those who would aim 
at national self-sufficiency. The extreme supporters of 
foreign trade regard it as an index of international and 
national prosperity. Indeed, many of them, when speaking 
of “ trade *' mean foreign trade, as if home trade were A 
something quite unimportant. They built up a creed 
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according to which an expansion of foreign trade makes 
For international goodwill and peace, while any interference 
with foreign trade is bound to lead to war. How exactly 
these enthusiasts imagine that international cut-throat 
competition should make for better relations between the 
nations is difficult to understand. From a purely political 
point of view expansion of foreign trade carries with it 
the germs of conflict, because the national prosperity of a 
country is liable to be affected to a very large degree 
through successful foreign competition abroad, and even 
in the home market. It stands to reason that a nation 
whose foreign trade is, say, 25 per cent, of its home trade 
is more exposed to shocks through international competition 
than a nation whose foreign trade is only 5 per cent, of its 
home trade. If nations establish closer contact with each 
other through international trade or through increased 
travelling abroad, it does not necessarily make for better 
relations. Some nations may improve their relations 
through closer personal contact, while others simply cannot 
hit it off, and the more they see each other or trade with 
each other the more they are apt to dislike each other. 
“ The less we are together the happier we shall be ” 
contains in international relations probably more truth 
than the opposite slogan. It will take at least a generation 
For certain friendly nations to live down the consequences 
of their closer contact with each other during this War. 

A much more sensible school of thought favours foreign 
trade expansion as a means for mankind to benefit by 
international division of labour. According to this classical 
doctrine, everything should be produced where it can be 
produced at the cheapest cost. The entire mankind will 
thus stand to benefit by the low cost of production. In so 
far as the relative cheapness of production is due to favour¬ 
able natural conditions or to the specialised skill of producers, 
there is of course a great leal to be said in favour of inter¬ 
national division of labour. To a large extent, however, 
the difference between the cost of production of the same 
goods in various countries is due to a difference between 
the standard of living of their working classes. In so far 
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as this is the case, unfettered international competition tends 
to reduce the standard of living in all countries to the 
lowest level. Given the cheapness of labour in China and 
the rapid development of industries in that country, the 
logical outcome of unplanned free trade would be a decline 
of the standard of living in the European countries and 
the/United States to the incredibly low standard of living 
of the Chinese workmen. This is hardly the right way of 
achieving freedom from want. 

Another school of thought favours the expansion of foreign 
trade after the War as a means for achieving full employ-/ 
ment. The arguments of this school are likely to carry 
rather less weight than they did before the War if, as a 
result of planning and social security measures, the absorbing 
capacity of the home market can be adjusted to the maximum 
productive capacity of the nation. It is one of the most 
remarkable contradictions of orthodox economics that 
while the artificial expansion of the purchasing power of 
foreign nations by means of international loans is strongly 
favoured, the artificial expansion of the purchasing power 
of the home consumers is opposed. In a planned society 
it would always be possible to re-employ the workmen who 
lost their jobs as a result of a contraction in foreign trade, 
by increasing the absorbing capacity of the home market. 

Needless to say, there is a limit beyond which the 
expansion of the home market would become impossible 
without an increase of imports, necessitating a corresponding 
increase of exports. It is from that point of view and to 
that extent that foreign trade is indispensable. We want 
foreign trade to expand after the War, not because of 
any mysterious advantages there are supposed to be in the 
international interchange of goods, nor because of the 
alleged political goodwill it is supposed to create, nor even 
for the sake of the benefits of international division of 
labour or of additional employment. We shall need much 
foreign trade in order to be able to expand home trade. 
The difference between this point of view and that of the 
foreign trade enthusiastists is largely one of degree and ofo 
emphasis. 
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As and when economic planning and social security lead 
to an expansion of the requirements of the home market 
both for consumption goods and for capital goods, it will 
become necessary to increase the amount of raw material 
imports. The alternative would be the production of 
synthetic raw materials which would be extremely costly 
and would mean a waste of labour resources that could be 
utilised to better advantage in other directions. It is 
essential that the import of raw materials should be main¬ 
tained and increased according to expanding national 
requirements. The same is true also concerning food 
imports, though in this respect there is a wider scope for 
tne replacement of imports by national production. There 
is everything to be said in favour of maintaining agricultural 
production near the high limit reached during the War, if 
necessary with the aid of subsidies. Apart from purely 
economic considerations, this is essential for the sake of 
preventing a deterioration of the human stock. A fairly 
substantial percentage of the population should be safe¬ 
guarded from the unfavourable effect on human physique 
of town life over a period of many generations. Considera¬ 
tions of national security are also in favour of maintaining 
a large volume of food production. Nevertheless, it is 
inevitable for a nation such as Great Britain to continue 
to import a large percentage of her food requirements. 
Apart from other reasons, this is necessary for the sake of 
inter-imperial relations, and also in the interests of shipping. 

To be able to import on a sufficiently large scale it would 
be necessary to secure markets for exports. During the 
early years after the War, there will be no difficulty what¬ 
ever in finding buyers for British goods. Stocks of manu¬ 
factures have become exhausted in every part of the world 
and there will be a famine for goods for years to come until 
these stocks are replenished. During that period the 
problem will not be how to find markets but how to produce 
anyadequate quantity of goods for export. 

Once the stocks have been replenished, however, the 
situation will change. British exporting industries will be 
confronted with fierce competition, not only by the old- 
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established industries of other industrial countries but also 
by newly established industries of formerly agricultural 
nations. It will then be a matter of vital importance to be 
able to export on a sufficient scale to cover indispensable 
import requirements. The accent is on “ indispensable,” 
since it will be a very difficult task to export on a sufficient 
scale to make up for the inevitable decline of invisible 
exports, such as interest on overseas 3 investments, earnings 
on shipping, insurance, international banking, etc. The 
task of those in charge of planning this country’s trade 
will be to avoid wasting our resources on superfluous 
imports. 

This is a matter of such importance that those shaping 
the economic policy of the country will have to be constantly 
reminded : “ Is your import really necessary ? 59 The war¬ 
time practice of encouraging the consumption of food, 
that can be grown at home and discouraging, if not stopping 
altogether, the consumption of certain imported foodstuffs, 
may have to be continued to a considerable extent. As 
far as possible, industrial production has to be based on 
home-produced raw materials, though in this respect it 
would be false economy to go too far. Above all, the 
import of manufactures will have to be confined to goods 
which cannot be produced in this country and which are 
really necessary. There will be no justification for importing 
goods merely in order to increase the number of types in 
the same category in the market for the sake of giving 
the consumers a wider choice. In this respect, as in respect 
of home production, the policy of curtailing the freedom of 
choice in the interest of more efficient planning must be 
applied. 

Adherents of the orthodox school will be horrified at 
any suggestion that after the War there should be any 
import restrictions. They still live in the past, when 
Great Britain could afford to import freely, partly because 
most of the important countries were not industrialised, 
and partly because she had a very comfortable reserve of 
foreign assets to fall back upon if she happened to over- 
import. In the meantime, the situation has changed con- 
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iderably for the worse. Industrialisation has made remark¬ 
able progress in most overseas countries, including the 
British Dominions. This does not necessarily mean that 
British manufactures will be excluded. Past experience 
has proved that as a result of the improvement in their 
standard of living the industrialised countries are able to 
buy more manufactured goods than they were able to 
before their industrialisation. Unbelievable as it may 
sound, before the War the import of British goods by highly 
industrialised Germany was much higher per head of the 
j^opulation than that of agricultural India, even though 
the former surrounded herself with import restrictions 
while the latter was part of the British Empire. 

Nevertheless, the change in the situation brought about 
by industrial development all over the world will necessitate 
a thorough reorganisation of British industries. Possibly 
in future, British exports will consist largely of high-quality 
goods, because most countries will be able to produce the 
cheaper goods they need. Until the adaptation is com¬ 
pleted—which may take many years—we cannot be certain 
of the extent to which British exports can be raised and 
maintained after heavy purchases of the first few post-War 
years. Until we have a clear picture of the situation, it 
would be gross carelessness to over-import and trust to luck 
that the liabilities thus incurred would be settled somehow 
by a corresponding increase of our exports. 

What is equally important, Great Britain has no longer 
a big reserve of foreign assets to meet temporary trade 
deficits. Most of her liquid foreign assets have been used 
up during the early period of the War before the Lease-Lend 
legislation in the United States began to operate. Much 
of what is left is at present frozen and may remain largely 
frozen after the War. Very little yield can be expected 
from our continental investments for many years. Some 
of our most valuable assets are those in countries which 
are at present under Japanese occupation. Although these 
assets will be recovered after the defeat of Japan, they will 
probably be in such a condition that they will require 
►additional capital, the amount of which will in all probability 
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exceed for many years that of the yield of the capital already 
invested. The attitude of Latin-American countries towards 
British investments is an entirely obscure factor. It is 
necessary, therefore, to envisage a situation in which this 
country simply cannot afford to overdraw its international 
account. Other countries with less well-established tradi¬ 
tions for commercial integrity may be inclined after the 
War to import as much as possible without regard to 
consequences. Great Britain cannot afford, however, to 
be placed in a position in which she is unable to meet her 
commercial liabilities. 

It is conceivable and even probable that after the Wat 
the United States will offer a substantial loan to this country 
in order to enable it to import freely. The temptation to 
accept the big overdraft and to use it for reverting to the 
pre-War system of foreign trade will be very strong. Many 
people will indulge in wishful thinking and will urge that, 
provided that a start is made with free trade, everything 
will shape out for the best long before we have used up 
the overdraft. It is to be hoped, however, that common 
sense and prudence will prevail. There is not the slightest 
reason for supppsing that Great Britain’s foreign trade 
position will be better after she has reached the limit of 
her borrowing capacity from the United States. She will 
be landed with an additional liability and she will have 
failed to adjust her economic system to the new situation. 
Such an adjustment will then have to take place after the 
American credits have been spent. The delay will be 
anything but helpful and the task which will have to be 
commenced sooner or later will not become any easier. 

There is another weighty reason against the return to 
free trade after the War. It would add very considerably 
to the difficulties of planning. Changes in international 
trade under a system of free trade are liable to upset the 
calculations of the national planning authorities. It would 
be useless for them to try to basev their plans on information 
about the supply position if that position can be changed 
considerably by factors entirely outside their control as 
a result of changes in the volume of imports. To give an 
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example, if the British planning authority decides that 
during next year 200,000 motor-cars should be produced, 
its calculation might easily be upset if the United States 
is allowed to export to Great Britain unlimited numbers of 
cars. Many of the British cars would remain unsold and 
production in the following year would have to be cut 
down. 

This does not mean that the import of foreign manufac¬ 
tures competing with British manufactures should be 
excluded altogether. What it does mean is that the quantity 
of such imports should not be left to chance. The planning 
^authority should be in a position to know approximately 
how many American cars will be imported next year in 
order to make its plan of British car production accordingly. 

There should, of course, be no limitation to the import 
of machinery and other capital goods, though this, too, 
must be in accordance with the general plan of production. 
In this respect Great Britain is expected to be considerably 
more independent after the War than she was before 1939, 
owing to the development of her machine-tool industry 
under the influence of War requirements. Whatever 
capital goods are needed, however, must head the list of 
priorities of manufactured imports. Other manufactures 
which should be allowed to be imported are medicai and 
surgical supplies, optical instruments and scientific instru¬ 
ments in general, books, films, newspapers (the interchange 
of which is essential in the interests of international intel¬ 
lectual relations) and, in general, any reasonably essential 
manufactures which are not produced in this country. 
The adherents of the orthodox school argue that any such 
limitation of imports is necessarily detrimental to the 
progress of home industries which would cease to be stimu¬ 
lated by foreign competition. There is, however, adequate 
competition between the rival manufacturers in this country 
to stimulate progress. It is absurd to suppose that in the 
absence of competition by Ford cars, Morris cars would 
cease to develop. There is enough competition within the 
country to induce every manufacturer to try his best. The 
motor-car industry in Germany before the War developed 
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remarkably well in spite of the almost complete absence 
of car imports. 

It ig not only imports which should be subject to central 
planning, but also exports. This is essential in the interests 
of planning in general. 

During the early years of post-War production there will 
be a shortage of almost everything, and if private nterestsi 
are allowed to over-export certain raw materials, fuel or 
semi-manufactured goods, it might gravely handicap the 
development of our own industrial production. 

To avoid shortages of essential goods it will be necessary 
for the planning authorities to fix the surplus which the 
country can afford to export. Since most countries will be 
in a similar position their Governments will have to,come to 
agreements with each other about the volume of goods 
which can be released for the use of others for the sake of 
being able to import necessities. Even when after a time 
goods may become more plentiful, it will remain necessary 
to plan exports, for it would be impossible to calculate 
the supplies available for the home market if export trade 
is left entirely to the devices of private firms without any 
official control. It is for the planning authority to decide 
what kinds of goods should be produced for export and in 
approximately what quantities. This should be done in 
agreement with the Export Groups created during the 
War, which Groups should be maintained after the War. 
In many instances the central planning authority would 
consider it advisable tp keep down home consumption in 
order to be able to produce the largest possible quantity 
of goods for export. For instance, it might be advisable 
to continue clothes rationing after the War in order to 
enable Savile Row and other luxury trades to export the 
largest possible quantities of its products. These types of 
goods are the most advantageous exports because their 
price contains a very large percentage of skilled labour and 
a very small percentage of imported raw materials. Apart 
from the economic advantages involved, the export of 
Savile Row suits, British high-quality clothes and various 
articles of clothing for which the West End of London is 
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famous, carries considerable political advantages. The 
fashion in Latin-America and elsewhere of wearing British 
clothes should be encouraged owing to its effect on the 
political attitude of those who wear them. One of the 
reasons why the ruling classes in most Latin-American 
republics are strongly pro-British is that they are sub¬ 
consciously influenced by the fact that their suits are made 
in Savile Row, their shoes in Burlington Arcade, their hats 
in St. James’s Street, their shirts in Bond Street. Such 
exports are easily the best propaganda, and so far from cost¬ 
ing anything they yield very substantial commercial benefit. 

A highly controversial question is whether after the War 
foreign trade should be left entirely in the hands of private 
firms or whether the United Kingdom Commercial Cor¬ 
poration, which was established during the War and 
acquired a virtually monopolistic position in certain foreign 
markets, should be retained. Beyond doubt, the circum¬ 
stances which necessitated the establishment of this Govern¬ 
ment-controlled trading company will not .prevail to the 
same extent after the War. There will be no reason for 
maintaining for the U.K.C.C. the monopolisitic position it 
achieved during the War. .On the other hand, there will 
be even less reason for liquidating the institution which 
would be able to perform useful tasks in time of peace. 
Experience during and even before the War showed the 
necessity for an organisation which is in a position to 
import and export independently of commercial considera¬ 
tions. Such necessities are likely to arise also after theWar 
and it would be very short-sighted to liquidate the organi¬ 
sation which has been developed to meet the requirements. 

At the same time it would be idle to deny that in matters 
of foreign trade individual initiative must be allowed to 
play a bigger part than in home trade. While it is for the 
Government to determine the broad outlines of export 
policy, the firms engaged in foreign trade should be allowed 
a relatively extensive freedom of action, subject to general 
supervision by the Government through the intermediary 
of the Export Groups. On the other hand, arguments in 
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favour of complete freedom from Government interference 
should be considered in the light of the experience of the 
planned foreign trade of Russia or of Germany. Both 
countries were able to hold their own against the unfettered 
competition of foreign individual firms in spite of Govern¬ 
ment control over their foreign trade, or possibly because 
of it. 


CHAPTER XI 

PLANNING ON A NATIONAL OR INTERNATIONAL SCALE ? 

As a reaction from the orgy of nationalism which preceded 
this War, the fashionable doctrine is now internationalism 
in the economic as well as political sphere. Various schemes 
of Federal Union have been put forward, and anyone who 
dares to doubt that after the War the whole world will 
become one happy family exposes himself to the accusation 
of defeatism or cynicism. Beyond doubt, it is much more 
pleasant to be told that after the War everybody will 
be very good and very wise, and that consequently it will 
be possible to adopt a system which in theory appears to 
be the best. Unfortunately, there is no reason to believe 
that human nature has undergone such a fundamental 
change as a result of this War. Mankind is not yet ripe for 
a world-wide political union in the absence of which it is 
difficult to imagine that a world-wide economic union 
would prove to be practicable. 

The idea of the internationalist school is that the nations 
must sacrifice their economic sovereignty for the sake of 
planning on an international scale. There should be an 
international planning authority which would be in a 
position to determine the economic policy of the whole 
world and whose decisions all the members of the Union 
would have to carry out. This world planning authority 
would treat the world as one single economic unit. It would 
enforce international division of labour by ordering i* 
members to produce only the poods which they couki 
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pioduce in the most favourable circumstances. It would 
allocate the financial resources necessary for the development 
of backward countries and for the expansion of trade in 
every country. It would allocate each country’s share in 
the world’s raw material resources. It would divert labour 
across the frontiers in accordance with economic require¬ 
ments. It would determine the allocation of markets for 
exports and by determining supplies available for consump¬ 
tion it would level out the standard of living. Above all, 
it would determine the monetary policies of all countries 
nd allocate their respective ration of currency and credit. 

The idea is magnificent, but unfortunately it stands but 
little chance of being adopted at this stage. While it is 
probable that the War has increased the willingness of 
most peopje within a community to work in the interests 
of that community instead of following exclusively their 
individual interests, it seems unlikely that a change of a 
comparable degree has taken place in international relations. 
To some extent the willingness of nations to collaborate 
has undoubtedly increased. The experience of pooling 
economic resources in the interests of victory may have 
produced some lasting effects which may survive the War. 
It would be a mistake to imagine, however, that after this 
War the Governments, Parliaments and peoples of various 
countries will be prepared to subordinate national interests 
to international considerations to a sufficient extent to 
secure the success of international planning on the lines 
indicated above. Even if the Governments concerned were 
sufficiently enlightened to realise the advantages of a high 
degree of internationalism, they have to reckon with their 
Parliaments and public opinion. To imagine that the 
United States Congress, for instance, would be prepared 
to sacrifice the interests of certain branches of American 
production for the sake of adapting the American economic 
system to an international plan would be sheer wishful 
thinking. The United States Congress is an elected body 
and its members will doubtless bear in mind the effect of 
any such decision on the attitude of the electorate. 

The reason why during the War it has been possible to 
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achieve a high degree of inter-Allied economic collaboration 
and pooling of resources lies in the realisation of the emer¬ 
gency that necessitated such collaboration. The Govern¬ 
ments of all belligerent countries are now in a better position 
to take decisions which, while serving the common cause, 
appear to be against the immediate interests of their 
respective countries. Once the emergency has passed they 
will find it much more difficult to persuade their Parliaments 
and their public opinion that it is to the interests of all to 
concede certain advantages to. other countries. 

Curiously enough, one finds among the enthusiasts for 
unlimited international collaboration many people who are 
strongly opposed to internal economic planning. Their 
logic is as much at fault as their practical sense. To expect 
a nation to submit to international discipline while 
individualists within that nation are not prepared to 
submit to national discipline is clearly absurd. It is as if 
during the Dark Ages, when the ruling principle within 
most countries was “ might is right,” some visionary had 
suggested the establishment of a Hague Court of Inter¬ 
national Justice for the settlement of disputes between 
nations. The first step towards international economic 
collaboration must be the adoption of economic discipline 
internally. Once the stage is reached at which most 
citizens of a country are willing to work for the common 
good of that country instead of following their own selfish 
interests, then and only then will it be possible to attempt 
to go a stage farther and to apply the same principle in 
relation to the world as one large unit. 

It may be argued, of course, that participation in a world 
economic union would entail considerable advantages to 
the participants and that their collaboration could be 
enforced by the threat of losing these advantages should" 
they refuse to accept the decisions of the international 
planning board. It may even be argued that penalties 
such as boycott and withholding of raw matesial supplies 
should be enforced against those who refuse to collaborate 
in accordance with international planning. Such weapons 
may be effective in the case of small and weak countries, 
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tapugh even in their case it is possible to imagine circum- 
stitoces in which their Government, pressed by Parliament 
and public opinion, would prefer to break away from the 
Federation, irrespective of economic consequences, rather 
than obey orders which they consider unfair, and to try 
to work out their own salvation on the lines of economic 
autarky. When it comes to large countries, it is difficult 
to imagine that they would meekly submit to international 
decisions which were considered, rightly or wrongly, to be 
against their national interests. 

The example of the failure of economic sanctions to force 
Italy to abandon the invasion of Abyssinia clearly shows 
that a nation determined to take a certain course is prepared 
to put up with a high degree of privation rather than accept 
dictation by foreign nations. The same example also shows 
that it is difficult to induce all nations to apply economic 
penalties against the offender if, in doing so, they themselves 
stand to suffer disadvantages. Yet another lesson learnt 
from the experience with Italy is that any economic sanctions 
are bound to produce bitter feelings which may lead to 
grave political consequences. Substantial as the advantages 
of the enforcement of international discipline in the sphere 
of economic planning may be, they are heavily outweighed 
by the risk of conflict they entail. 

It would be an infinitely wiser course to refrain from atiy 
attempt to apply compulsion against countries which do 
not wish to accept orders from an international organisation ; 
indeed, it would be much wiser not even to attempt to force 
any plan on any of the participants. International planning 
should proceed by means of negotiation instead of com¬ 
pulsion. The various Governments, having made out their 
national plans, should come together and ascertain to 
what extent these plans conflict with each other and should 
endeavour to iron out the differences. The best way in 
which this could be achieved would be by creating a* 
permanent international organisation, not for the purpose 
of deciding on plans by majority vote and trying to impose 
them on the dissenting minority, but for the purpose of 
maintaining permanent contact in order to adapt their 
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national plans to each other. Differences could be dealt 
with as and when they arise instead of waiting until they 
have accumulated and have developed into major grievances. 

Admittedly, this arrangement would be far from ideal. 
Under it, unduly selfish nations would remain in a position 
to upset international equilibrium by insisting on pursuing 
a policy which they consider to be to their interest, and by 
disregarding the legitimate interests of other nations. 
The ideal solution would be, beyond doubt, planning on 
a world-wide scale by a central authority which has the power 
to enforce its decisions, just as the Governments and Parlia¬ 
ments have the power to apply national decisions on each 
region of the country. Unfortunately, we are still ver^r#ir 
from the stage at which such an advanced system c J fid 
safely be attempted. National feeling within parti'c* &r 
countries is still too strong (indeed, as a result of this a r ar 
it has become stronger than ever), and the momentwor 
any drastic curtailment of the sovereignties of nations has 
not yet arrived. Moreover, the experience of mankind in 
planning is still highly inadequate. It is difficult enough 
to plan on a national scale and the authorities will ha^ to 
learn a great deal before they could undertake the gigar ic 
task of planning on a world-wide scale. Admitted! \ in 
many respects it would make matters easier if the plani/nig 
authorities could treat the whole world as one single- 
economic unit. On the other hand, the task would be so 
stupendous that, in the absence of adequate preliminary 
experience, gigantic errors would almost inevitably arise. 
It may take some time, perhaps a generation or two, before 
experience in national planning would enable Governments 
to qualify for planning on a world-wide scale. Meanwhile, 
it would be advisable to make a less ambitious start by 
taking the nation as the unit for planning and negotiating 
agreements for the adaptation of national plans to each 
other. 

What is even more important than the form in which 
this adaptation is arranged, is the spirit in which it is 
approached. There must be no rigid defence of acquired 
rights and interests—no stubborn resistance to any change 
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in the status quo . In this respect the experience of the 
Tripartite currency agreement before the War should 
serve as a deterrent example. It is often quoted as an 
example for international collaboration, but in reality the 
only lesson it teaches is to show how things should not be 
done after the War. It will be remembered that in Septem¬ 
ber, 1936, the Governments of the United States, Great 
Britain and France concluded an agreement undertaking 
to refrain from competitive currency depreciation. They 
agreed not to depreciate their currencies without each other’s 
konsent. The practical effect of this agreement was that 
the United States and Great Britain prevented France from 
carrying out the necessary devaluation of the franc which 
would have enabled her to stabilise her finances and to 
concentrate her national effort on rearmament. Owing 
to the conditions prevailing in France a depreciation of 
the franc was in any case inevitable, notwithstanding any 
international agreements to the contrary. The franc was, 
in fact, depreciated in instalments between the conclusion 
of the Tripartite Agreement and the spring of 1938. Instead 
of devaluing it with one stroke to the level at which its 
defence would have been easy, its depreciation took place 
as a result of a series of financial crises which usually 
entailed political crises. On each occasion when the franc 
became untenable the French Government approached the 
United States and British Governments in accordance with 
the terms of the Tripartite Agreement to obtain their 
approval of a further depreciation. On each occasion it 
was faced by a narrow and short-sighted attitude in London 
and Washington, where the necessary and, in fact, inevitable 
depreciation of the franc was opposed to the last minute. 
On each occasion the American and British Treasuries 
had to give eventually their grudging consent when it 
became obvious that the franc would have to be allowed tp 
depreciate even without their consent. The result was 
that the depreciation of the franc, instead of being an 
orderly strategic retreat, was a disorderly flight. Likewise, 
the United States Treasury adopted a short-sighted and 
ungenerous attitude towards the legitimate British claim 
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for a downward adjustment of the sterling-dollar rate. 
By 1939 sterling was obviously over-valued in relation to 
the dollar, and its over-valuation became further accen¬ 
tuated through the effect on material prices of the re-arma¬ 
ment effort which was beginning to gather momentum. 
Washington refused, however, to agree to a depreciation 
of sterling in terms of dollars, with the result that British 
export trade during the last pre-War year or two was 
gravely handicapped and the Exchange Equalisation 
Account was unable to strengthen its position on the eve 
of the War with the aid of an export surplus. 

If international collaboration after the War is inspired 
by the same spirit that inspired the application of the 
Tripartite Currency Agreement before the War, then 
there is no hope for mankind to avoid grave clashes of 
interests, leading to disequilibrium and growth of economic 
nationalism, and culminating in political conflicts. It 
would be self-deception to pretend that all will be well 
in this sphere after the War. The fact that there is close 
economic collaboration between the United Nations during 
the War does not necessarily mean that this collaboration 
will continue after the War. It was achieved with the 
utmost difficulty even during the War, and it would be 
easy to quote remarkable examples of national selfishness 
that threatened at various stages to handicap the common 
effort for victory. Assistance which was obviously to the 
interests of all of the United Nations was often only given 
at an exorbitant cost in return for economic advantages 
that were entirely unjustified. Fortunately, the pooling of 
inter-allied resources gradually made progress, though even 
at the time of writing the position in this respect is far 
from ideal. It is of vital importance that public opinion 
of all nations should realise the grave consequences of a 
return of unmitigated national selfishness after the War. 

To give only one example of the kinds of problems that 
are likely to arise, it seems certain that after the War most 
countries will want to increase their industrial production. 
On the face of it this is against the interests of manufacturing 
nations which would like to retain the advantage of their 
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monopolistic position. Industry secures a higher standard 
©f living than agriculture and it is able to absorb a surplus 
population which is unable to find employment on the 
land. It is, therefore, the natural right of every nation to 
aim at industrialisation. In the past any such endeavour 
was denounced by the Manclester school as a crime against 
the laws of nature, which pnvide for international division 
of labour. According to thh conception the nations which, 
through a freak of historical development, happened to 
be first in the field of indistrialisation should retain the 
advantages thus secured untl a violent impact of the globe 
with some other planet provides a final solution to all 
economic and other problems. Agricultural nations, 
according to this conception, are doomed to a perpetual 
low standard of living. This attitude is merely the inter¬ 
national application o f the philosophy of the orthodox 
school, which seeks to justify the amassing of large fortunes 
on the ground that they are necessarily the fruits of services 
rendered to mankind, While there is much to be said for 
making virtue of necessity, the ethics of making virtue 
of unjustified advantage' are somewhat dubious. 

Perhaps the best approach to international collaboration 
is the organisation of regional unions. Certain groups of 
countries are necessarily thrown together by geographical, 
economic or political coisiderations. It is easier for their 
nationals to realise the identity of interests within the 
group than to discard altogether the spirit of economic 
nationalism in favour q internationalism. This does not 
necessarily mean that itWould be an ideal solution to lump 
a number of countries together into one single economic 
unit. The experience of the Austro-Hungarian customs 
union before the last yar shows that nations thus lumped 
together are apt to csvelop a hatred of each other, in 
particular if one of qem is at a less advanced stage of 
economic development than the other, and if its progress 
is handicapped by th< selfishness of the other. There are, 
however, many intemediate solutions between extreme 
nationalism and compete economic union. 

In addition to comrehensive regional planning, there is 



122 


FREEDOM FROM WANT 


also scope for international planning in certain special 
fields, A good beginning ti international technical co¬ 
operation was made long btfore the War, for instance in 
the International Postal Union, to mention only one of 
the outstanding examples of linked technical collaboration. 
The International Labour Office has Useful possibilities 
which were only inadequatdy utilised before the War. 
Its development could lead to far-reaching measures of 
international planning such as the achievement of a higher 
degree of uniformity in laboir conditions. The technical 
channels through which international trade passes provid 
also scope for international collaboration and planning. 
This subject will be dealt witk in the chapter discussing 
British and American post-War currency schemes. 

The allocation of raw material resources is yet another 
sphere in which planning on an international scale will be 
called for after the War. It is oue of the fundamental 
principles of the Atlantic Charter that there should be 
access for all to the world’s raw material resources. This 
can be assured either by one-sided acts of grace on the 
part of those who control the resources or by international 
agreements. The latter solution is decidedly preferable 
even though the nations which control the raw material 
producing territories are not likely to sign away their 
sovereignty as many people woull like them to do. The 
United States Treasury has elaborated a scheme for an 
institution the functions of whict are to include among 
others the control of certain raw Material resources. The 
idea appears to be that this contrd should be confined to 
the resources of certain territories to be liberated from 
enemy occupation. In practice thiswould mean that while 
rubber and tin in Malaya and the Elitch East Indies would 
come under international control, citton and oil produced 
in the United States would be free &f such control. Such 
a one-sided application of the priciple of international 
raw material control is clearly inadiissible. 

It has been suggested that all ray material producing 
colonies should be placed under sonuform of international 
administration. The experience oi Tangier and other 
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■rritories under international administration does not 
Htactly justify the belief that tKs would be a good solution. 
Under such a regime every eonomic Uocisinn, such as the 
placing of a contract, is a matter of political compromise. 

What matters is that counties without colonies sv> u ld 
receive the raw material they need for the welfare of thew 
population. This can be aclieved by agreement without 
disturbing the existing politcal control of raw material 
producing territories. 

The allocation of markets fcr export through international 
‘Agreement would constitute an important step towards 
limning on an internatioml scale. This was done in a 
number of trades before tae War through the working 
of international cartels. An attempt was made to apply 
the system on a larger seals by the Dusseldorf Agreement 
concluded in March, 1439, It is unfortunate that this 
agreement, serving as it did the one-sided purpose of 
appeasing Hitler, became for that reason the focus of 
justified attacks and became utterly discredited. In 
different circumstances the principle involved could be 
applied for the benefit oF all concerned. The best way to 
ensure that nations without adequate raw material resources 
should be able to buy raw materials is to secure foreign 
markets for their exports, This could be done if the cut¬ 
throat competition that existed between rival countries 
before the War were replaced by an Orderly allocation of 
foreign markets. 

While the internatioml planning of foreign trade as a 
whole is out of the qitstion at the present stage, there 
is no reason why it slould not be attempted in certain 
staple commodities, already before the War more or 
less scientific attempts vere being made in that direction in 
the form of the restrictions in the production of rubber, 
tin, etc., even though Ome of these schemes were inspired 
by the wrong spirit ari pursued the wrong object. For 
the idea should not beto keep up a high price for the sake 
of securing large promts, but to avoid over-production. 
In the case of rubber, or instance, it will be necessary after 
the War to come to&ome form of international under- 
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standing between the counties which supplied the world 
before the War and those Mhich because of the War have 
been obliged to develop riibber production. There are 
also many other spheres in vhich international agreements 
are both necessary and feasble. This subject was exten¬ 
sively discussed at the Hot Sp-ings Conference of 1943, and 
even though the resolutions of that conference were so 
vague as to be of little immeliate practical value, a useful 
start has been made. 

The international pools ol various basic commodities 
would buy up unsaleable surpluses and keep them until 
it became possible to unload tiem on the market without 
causing an unwarranted fall in prices. In order that subh 
pools should operate successfully, it would be necessary to 
regulate the volume of production in various communities. 
Otherwise the fixing of world prices at a level at which it 
is profitable for the least efficien v producer to produce 
would inevitably lead to an excesiive increase of output 
by producers working at a much lower cost. The main 
object of the World Bank scheme is to provide a channel 
for the internatibnal distribution of capital resources. The 
World Bank' is meant to provide long-term capital for the 
reconstruction of the countries victimised by the War, and 
for the development of the resources of backward countries 
in general. It is meant to enable Countries with inadequate 
gold reserves to replenish those reserves. It is also intended 
to provide short-term credits for citrent trade requirements. 
There are, indeed, good possibilities for international plan¬ 
ning in this sphere. Before the financial crisis of 1931 
there was cut-throat competitor among the lending 
countries. For the sake of the conmission earned on the 
transaction loans were granted not oily to countries which 
needed the money for constructive purposes, but to any 
borrower with good financial conitctions in New York, 
London and other financial centres From this point of 
view the American plan does not seen to provide adequate 
safeguards against a repetition of past mistakes. The 
World Bank is not supposed to take alhand unless deserving 
borrowers are unable to cover their requirements through 



FREEDOM FROM W A N T 1*5 

private initiative. This would mean that while more 
money would be available for constructive purposes there 
would be nothing to prevent bankers and investors from 
financing schemes which have no economic justtfkation. 
What is needed is that after the War international lencftn^ 
whether through the World Bank or through private chan¬ 
nels, should be a well-regulated process, and that the 
direction and extent of the flow of financial resources should 
be determined in accordance with some international plan. 

There is also a fair scope for international planning 

garding the rationing of consumption. This will be 
flecessary particularly during the first post-War years, 
when demand will be far in excess of supply. Subsequently, 
international planning will aim at unloading surpluses of 
food in countries such as China, where the population is 
still struggling on the subsistence level. In connection 
with the planning of consumption, it will also be possible 
to plan measures of social security. It is a matter of general 
interest that progress in this sphere should be more even. 
As it is, while a few countries have reached a fairly advanced 
stage, other countries are very backward, with the result 
that the latter’s cost of production is lower. 

In all these spheres there is a great deal to be done by 
negotiating international agreements, and even in the 
absence of compulsion the chances are that most countries 
will realise the advantages of close collaboration in a spirit 
of give-and-take. 


CHAPTER XII 

POST-WAR FINANCE 

In earlier chapters frequent references were made to post- 
War financial policy and prospects. Owing to the import¬ 
ance of the subject \t is necessary, however, to cover this 
ground more extensively. The big question is : will the 
country be able to afford expenditure on a large scale on 
reconstruction and on the various schemes with the aid 
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of which it is hop^d to achieve freedom from want ? BeyoncT 
doubt the financial problems with which the Treasury will* 
be confronted after the War will be formidable. It would 
be idte to dismiss them from our mind, as many wishful 
^linkers do, by saying that finance has ceased to matter. 
As a reaction from the exaggerated importance attached 
to finance before the War many people are inclined to fall 
into the opposite extreme and treat it as a matter of no 
importance. It is repeated to boredom that in the post-War 
world finance instead of being the master will have to be 
the servant. Let us for a moment consider what exact ; 1 ' 
this means. Under the orthodox gold standard the economic 
development of the world depended on the caprices of 
nature in the form of the fluctuation of the gold output. 
It is a commonplace of textbooks on economic history that 
had it not been for the big gold discoveries in California, 
South Africa and elsewhere during the nineteenth century, 
the world would not have been able to construct the 
immense network of railways which now constitute an 
indispensable asset of modern civilisation. The need for 
such a railway system had existed beyond doubt. Labour 
and materials had been available in abundance for the 
purpose of railway construction, and technical science had 
reached the required stage of development. Yet had it 
not been for the accident of the discovery of big gold deposits! 
a large part of the vital railway network would not have 
been built, or at any rate not until a much later date. 

Between the two wars the monetary system became 
somewhat more elastic and the volume of credit no longer 
depended on that of gold as rigidly as before 1914. Never¬ 
theless, most countries continued to limit their production 
by allowing financial considerations to prevent schemes 
which had every economic and social justification. There 
were two notable exceptions, Russia and Germany. Their 
Five-Year Plans and Four-Year Plans were devised without 
regard to financial considerations <jn the basis of the 
existing economic resources. While tath in Russia and in 
Germany the execution of these plan* may not always have 
gone according to schedule, delays and deficiencies hav^o 
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hever been due to inadequate financial resources. Those 
Resources have simply been provided by the Government 
in accordance with the requirements of their plans. Strangely 
enough, the third totalitarian State, Italy, did follow 
this policy. There the execution of ambitious plait* >vas 
delayed from the early ’thirties owing to the determinatidiv 
of Mussolini to defend the lira at its old parity largely with 
the aid of orthodox methods of deflation. When it came 
to re-armament, however, Italy also fell in line with the 
policy of the other totalitarian States. 

The fact that in Russia and Germany finance was the 
Servant and not the master does not mean that finance 
lost its significance altogether. In both countries it was 
necessary to make ends meet by raising somehow the 
revenue required for covering the expenditure. In Russia 
it was comparatively simple owing to the fact that all 
industry, commerce and agriculture was in the hands of 
the Government, and that practically the whole of the 
expenditure meant simply transferring money from one 
pocket of the State into another. The money spent by 
the Government was received either by some other Govern¬ 
ment Department or by the workmen who, when spending 
it, handed it back to some Government Department. The 
amount of money withheld in the form of savings was 
tapped with the aid of Government loans which, being 
practically the only possible form of investment, were 
bound to meet with adequate response. The alternative 
to subscribing to these loans would have been to hold notes, 
which would present very few advantages compared with 
holding the same amounts in Government loans. The 
fact that spending possibilities in Soviet Russia are so 
extremely limited was also very helpful in enabling the 
Soviet Government to secure the unspent part of wages 
in the form of loans. 

In Germany the position was not quite so simple. There 
the outward form of private enterprise was retained even 
though industry ajd trade became strictly controlled and 
subject to central planning. A large part of the amounts 
spent by the Government found its way to private purses,. 
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It was possible, however, to devise methods by which to 
secure the return of this money to the Treasury of the 
Reich. At a very early stage a law was passed limiting 
the dividends payable by companies on their share capital 
to 6 per cent., or in certain cases to 8 per cent. Any 
surplus earnings above that had to be invested in Govern¬ 
ment securities. A large part of the money spent by the 
Government was thus recovered. What is much more 
important, the Government induced banks, saving banks 
and insurance companies to invest all their available funds 
in Government securities. While the public had a free 
choice of investment, in practice rigid control over neyl 
issues limited its choice. Thus most of the money 
spent by the Government found its way back like the 
magic coin which enabled its owner to spend it again 
and again. Both Russia and Germany had watertight 
exchange restrictions to prevent an outflow of funds which 
might have interfered with monetary planning. The 
experience of the War has shown that it is possible to apply 
a somewhat similar monetary system also in non-Gommunist 
and non-Fascist countries. 

In Great Britain and the United States the limitation of 
production by financial considerations has been done 
away with during the War. Both countri6s are producing 
as much as they are able to on the basis of their man-power, 
raw material resources and factory capacity. The financing 
of this maximum production has adapted itself as well 
as possible to the pace of the expanding production. Never 
for a moment since 1940 has the output been curtailed or 
even delayed in Great Britain owing to inadequate financial 
facilities. 

The question is: would it be possible to retain this system 
after the War and continue it indefinitely ? A large section 
of expert opinion and political opinion holds that while 
it is justifiable to suspend orthodox monetary considerations 
in face of the imminent danger of an enemy invasion, there 
is no justification for departing from the rtles of the so-called 
sound finance in time of peace for the sake of a mere 
improvement in the standard of living. It is argued that 
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any such improvement bought at the cost of inflation is 
bound to be purely temporary as sooner or later the financial 
collapse which it would entail would spell ruin and poverty. 
This argument is all too familiar to those who followed 
the monetary controversies between the two wars. The 
anti-inflationist school was inclined to raise alarm every 
time there was a fractional expansion of credit for productive 
purposes. Indeed, the opponents of monetary expansion 
had used up all their vocabulary of invective against inflation 
when expansion was really negligible. Yet experience has 
shown that expansion can proceed to considerable lengths 
ivithout producing any of the disasters that they predicted 
so freely, provided that a high degree of economic discipline 
is enforced. 

This brings us to the fundamental problem of an 
expansionary monetary policy. It may well be asked how 
it is that it did not occur to statesmen and experts of other 
generations to adopt monetary expansion in order to achieve 
rapid progress in the utilisation of the wealth of their 
countries. Monetary expansion is by no means an invention 
of the twentieth century. It was attempted on various 
occasions during past centuries in time of peace as well 
as in time of war. The results were always discouraging. 
Indeed the only situation in which monetary expansion 
on a large scale has produced constructive results has been 
amidst conditions of economic discipline such as prevailed 
in most belligerent countries in the last war, and in the 
totalitarian countries between the two wars. 

Economic discipline presupposes a certain degree of 
political organisation, such as existed in the limited com¬ 
munities of the Middle Ages, but which ceased to exist 
after the decline of the Guilds and did not revive again 
until quite recently. Even now, many countries have not 
reached the required state of political development for 
enforcing economic discipline. This does not depend 
solely on the Governments but also on the population. 
During this War, lack of economic discipline has resulted 
in inflation in China and in certain countries of the Middle 
East. In India, in spite of the fact that the Government 
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is aware of all up-to-date devices, it has proved impossible 
to enforce economic discipline, and the limited degree of 
price control enforced has led to hoarding. 

Clearly the development of monetary expansion must 
wait until political evolution has enabled mankind to 
apply it without producing destructive results. As and 
when a nation reaches a sufficiently advanced stage of 
civilisation to realise the immense advantages that can be 
derived from planned monetary expansion it will be 
increasingly willing to submit to the degree of economic 
discipline that is the preliminary condition for the success 
of that policy. The chances are that most civilised countries 
will adopt economic discipline and monetary expansion. 
As and when politically and economically backward 
countries reach a more mature stage, they will become 
largely independent of external financial assistance. For 
once the Government is in a position to expand currency 
with impunity it becomes thereby enabled to utilise the 
natural resources of its country to the limits of its man-power, 
technical skill and organising capacity. Meanwhile, how¬ 
ever, countries unable or unwilling to put up with economic 
discipline have to remain at the mercy of foreign capitalists 
or Governments. 

There seems to be no reason why a policy of monetary 
expansion should not continue after the War. It would 
have to be on a much smaller scale than during the War, 
for it would be possible to curtail public expenditure to a 
very large extent. In order to be able to continue to expand 
without running the risk of uncontrolled inflation, however, 
it would be necessary to maintain, various measures of 
control which have enabled the Government during the 
War to finance the gigantic war expenditure. Expansion in 
time of peace, apart from being on a smaller scale than 
during the War, is less dangerous also for the reason that 
while during the War the counterpart of the additional 
purchasing power created is unproductive war material, 
in time of peace it is capital goods or consumption goods. 
So long as an unduly large propdrtion of the additional 
financial resources is not used for the production of capital 
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gcads, it will be possible to use the purchasing power 
placed in the hands of the public for the purchase of a 
correspondingly increased volume of consumers’ goods. 

Even so, it may well be asked whether this process could 
continue indefinitely. The answer is, provided that 
national wealth and income and the volume of goods 
available for consumers expand in more or less the same 
proportion there is no danger in their continuous expansion. 
It is only if the expansion of the national income exceeds 
the increase in the volume of consumers’ goods and if 
consumers are not prepared to save the surplus in order 
|o finance capital expenditure that trouble is likely to arise 
in the form of a depreciation of the monetary unit. This 
state of affairs can arise if an unduly large proportion of 
productive capacity is employed for the creation of capital 
goods. The construction of roads, railways, hospitals, puts 
purchasing power into the hands of the public, but does 
not add correspondingly to the volume of consumers’ 
goods and service available for them. The construction of 
factories may in the long run add to the volume of con¬ 
sumers’ goods, but some time is bound to elapse between 
the creation of additional purchasing power and the 
creation of additional goods. So long as the public saves 
an amount more or less corresponding to the amount spent 
on capital goods all is well. If, however, it should wish 
to make full use of its purchasing power then the demand 
for consumers’ goods will tend to exceed the supply and 
prices will tend to rise. 

Provided that price control of primary necessities is 
maintained, the increasing trend will produce its full effect 
on the prices of goods of secondary importance. Even so, 
it would mean a decline in the purchasing power of money. 
Such a situation does not arise if the volume of savings is 
at least equal to the volume of the expenditure on capital 
goods. In that case, the public voluntarily renounces for 
the time being part of its purchasing power so that no 
additional demand for the existing volume of consumers’ 
goods will arise. It is only if and when the volume of 
production of capital goods exceeds the volume of saving! 
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that inflationary effects tend to manifest themselves. Does 
this necessarily mean that in the interests of prudent finance 
the production of capital goods should not be allowed to 
exceed the volume of savings ? If so, there could be no 
adequate planning of capital investment It seems impossible 
to foresee the extent to which the publi' will be prepared 
to save in a future period and, therefore, it would seem 
impossible to plan the extent of the production of capital 
goods. The planning authorities could take, however, a 
bold line. They should proceed with their plans of 
producing capital goods even in the absence of reliable^ 
estimates of the rate at which the public is likely to save: 
If the production of capital goods should exceed the rate 
of saving and if this should lead to a depreciation of the 
monetary unit, the result is well worth the risk. The 
community cannot forego the advantages of important 
capital investments merely because the majority of people 
happen to prefer spending to saving. 

It is difficult to agree with the views of those who would 
like to see the extent of capital investment become entirely 
dependent on the caprices of consumers. This would be 
barely an improvement on the old system, under which 
the extent of capital investment depended on the caprices 
of industrialists, financiers and bankers. , 

Essential public works must be carried out even if it 
means some depreciation of the monetary unit. For a 
long time it will be possible to suppress the practical effects 
of the depreciation with the aid of controls, though in the 
long run inflationary effects are bound to manifest them¬ 
selves. Possibly after a number of years of expansion it 
may become necessary to devalue the currency because 
the situation created by its control becomes too artificial. 
Deplorable as this may be, the fact is that on balance there 
will be a substantial net increase of the national wealth 
and of the welfare of the community. It is well worth 
while to achieve such progress at the cost of a reduction 
in the value of money. 

Needless to say, if devaluations should become too frequent 
and too substantial then the policy would defeat its object , 
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in that a general wave of distrust in the monetary unit 
would develop. There would be a flight into goods with 
intrinsic value and this would greatly accelerate the pace 
of the depreciation of the currency. For this reason it 
would be a mistake to adopt the conception that money is 
of no importance whatever. While it is essential that 
monetary considerations should not again be allowed to 
handicap the expansion of production, it is also essential 
that the monetary expansion necessitated by the expansion 
of production should be kept well under control. A moderate 
depreciating trend of the currency necessitating relatively 
moderate devaluations at infrequent intervals, perhaps once 
in a generation, would be permissible. Rapid depreciation 
with frequent devaluations, however, is likely to produce 
a wave of distrust which would endanger the success of 
planned economy. 

The light-hearted attitude assumed by many people who 
demand that we should unhesitatingly expand and cheer¬ 
fully devaluate every now and again is very dangerous. 
It is adopted mostly by those who think that monetary 
expansion is sufficient to solve the problem of freedom from 
want. One of the main objects of planning should be 
precisely to prevent unnecessary depreciation of the cur¬ 
rency. Such depreciation may be inevitable, but should 
always be regarded as a deplorable necessity. Frequent 
devaluations may create a state of affairs in which planning 
becomes difficult, if not impossible. The moment the 
public realises that a further depreciation of the currency 
in the near future is a certainty confidence in that currency 
becomes undermined. Finance should remain the servant 
and not be allowed ever to become the master again. 
Nevertheless, to use a recently invented cliche, it should 
be regarded as a servant who must be treated with much 
consideration. 
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CHAPTER XIII 

FOREIGN EXCHANGE AFTER THE WAR 

The establishment of a rational foreign exchange system 
is the preliminary condition of economic planning. If the 
pre-War system of chaotic freedom is restored there will be 
no hope for mankind to achieve freedom from want, let 
alone prosperity. Evidently this fact has been realised by 
the Allied Governments, and it is for this reason that they 
decided to tackle in the first instance the problem of the,* 
post-War foreign exchange system before embarking or* 
the discussion of the other major international economic 
problems. 

For detailed discussion of the foreign exchange problems 
after the War I must refer the reader to my recently published 
book Currency After The War. A book dealing with the 
question of how to achieve freedom from want would not 
be complete, however, without including a chapter on the 
foreign exchange problem. Yet the very mention of 
“ foreign exchange ” strikes terror in the hearts of most 
people. They consider it something highly technical and 
utterly unintelligible to all but a handful of experts specialis¬ 
ing in the subject all their lives. Yet it is of the utmost 
importance that the general public should take an intelligent 
interest in currency problems instead of leaving them to 
the experts, as happened after the last war. While a 
detailed examination of the foreign exchange system would 
admittedly require much concentration of thought, there 
are certain general considerations which should be easily 
understandable by anyone of average intelligence if 
presented in the right way, and if the layman to whom the 
expert addresses himself does not start with the pre¬ 
conceived notion that currency matters are double-Dutch 
to him. In the interest of the community, the public, and 
even more the rank and file of M.P.s, should take the 
trouble to become acquainted with these general considera¬ 
tions, and to play an active part in the efforts to find a 
solution of the problem. 
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The question of whether the freedom of dealings in 
foreign exchanges should be restored after the War or 
whether international transfers of funds should remain 
under official control as during the War has been 
the subject of much heated controversy. Many people 
who are against planning in general have realised the 
necessity of control in this sphere. The defenders of un¬ 
fettered freedom in financial activity argue that disturbing 
exchange movements are merely a symptom indicating 
some underlying cause of economic or political instability. 
This is one of those half-truths which, merely because it 
contains a high degree of truth, is apt to be grossly mislead¬ 
ing. Admittedly, the wild fluctuations of exchange rates 
during the ’twenties and ’thirties were due in many cases 
to fundamental economic difficulties in the countries 
concerned, or to disturbing political developments. On the 
other hand, it is equally true that wide fluctuations of 
exchange rates or sweeping international transfers of capital 
through the foreign exchange market are in themselves 
capable of upsetting the economic and even the political 
equilibrium. Innumerable instances could be quoted in 
support of this argument. Even on occasions when the 
disturbances in the sphere of foreign exchange are the effect 
of underlying economic or political causes, their unsettling 
influence is apt to react on the economic and political 
situation and to aggravate them considerably. A vicious 
circle is created whereby economic or political difficulties 
give rise to trouble in the sphere of foreign exchanges 
which, in turn, accentuates the economic and political 
difficulties, and so on and so forth. In a good many instances 
the original economic or political trouble that initiates the 
disturbing influence in the sphere of foreign exchange is 
negligible. Speculation and flight of capital are apt to 
exaggerate in the extreme natural reactions to adverse 
political or economical developments. * It is even possible 
for a foreign exchange movement to originate entirely 
without any„ political or economic justification. The 
presence of a large amount of refugee funds, for instance, 
in any financial centre is apt to give rise at any moment 



I 36 FREEDOM FROM WANT 

to a run on that centre, not because of any adverse changes 
in the situation of the country concerned, but through the 
improvement of conditions in another country which 
induces holders of refugee funds to move their balances. 
The withdrawal of their balances may give rise to a specu¬ 
lative attack on the currency of the country which had 
harboured them and the net result may be a foreign 
exchange crisis entirely unjustified by the fundamental 
situation in that country. 

But let us assume for the sake of argument that the 
orthodox school is right and that no major foreign exchange 
crises can possibly occur except as a result of economic or 
political disturbances. Even then there would be an 
unanswerable case in favour of doing away with the free 
foreign exchange market because it provides excellent scope 
for the development and exaggeration of foreign exchange 
crises which are apt to exaggerate political and economic 
instability. It is true the orthodox school argues that the 
real remedy lies not in changing the system but in tackling 
the fundamental cause of exchange crises. The opponents 
of exchange control suggest that the suppression of foreign 
exchange crises would be a mistake because, in the absence 
of disturbing foreign exchange developments, there would 
be considerably less inducement for tackling the underlying 
causes of the trouble. This argument is utterly unconvincing, 
however. No foreign exchange system, however rational, 
could operate smoothly in the long run in face of a funda¬ 
mental economical disequilibrium. It would be necessary 
to deal with the causes of such disequilibrium under any 
system, and the difference between a planned system of 
foreign exchange and the anarchic freedom is that under 
the latter the political and economic problems could be 
tackled without having to resort to the panic measures 
called for by acute foreign exchange crises. 

The mere danger of the reaction of political causes on 
currency stability is, in itself, not sufficient to induce the 
Governments to modify their political policies. It is in¬ 
conceivable, for instance, that Hitler could have been 
induced to renounce his world-conquering ambitions if in 
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absence of exchange control his aggressive designs had 
threatened to disturb the stability of the Reichsmark. 

Nevertheless, the orthodox purist insists that the thing to 
do is not to prevent foreign exchange crises by the adoption 
of exchange control but to deal with the fundamental 
economic and political causes leading to foreign exchange 
crises. They suggest that instead of establishing permanent 
exchange control the Governments should adopt measures 
making for economic and political stability. An excellent 
idea ! What a pity that it cannot be achieved by merely 
wishing it ! We are all in favour of fair weather, good health 
and everlasting happiness for all. It is unfortunate that all 
this and many other good things cannot be achieved by 
simply being in favour of them. The orthodox school 
insists, however, that political and economic stability must 
be achieved and that if mankind is foolish and wicked 
enough not to achieve them then it serves us right to suffer 
the disadvantages due to fluctuating exchanges. These 
Purists would almost resent it if a generation that is wicked 
and foolish enough not to follow their advice were to be 
spared part of its well-deserved punishment, thanks to the 
adoption of an artificial system of foreign exchange that 
would remove the well-deserved evil effects of exchange 
disturbances. Fortunately, in this respect, as in so many 
other respects, the orthodox view is being gradually dis¬ 
placed by a new conception, based on common sense 
instead of dogmatism. 

The adoption of permanent exchange control is opposed, 
however, also on different grounds. It is argued in banking 
circles that the maintenance of a free foreign exchange 
market is necessary since it is the ultimate safeguard against 
a “ bad ” Government. If, as a result of the working of 
parliamentary democracy, the country chooses a Govern¬ 
ment that adopts “ unsound 55 policies, then under a regime 
of free exchanges everybody with liquid resources has the 
remedy of transferring his capital to a safer country in order 
to escape the consequences of these unsound policies. This 
means in practice that whenever there is a Government 
which is regarded as bad or unsound by the 100,000 or so 
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rich people who are in a position to transfer their capital 
abroad, that Government is doomed to be overthrown by 
a violent financial crisis brought about by a sweeping 
flight of capital. This is what actually happened in 1931. 
It could happen again and again under a system of free 
foreign exchange dealing. In fact, on the basis of the 
experience of 1931, the chances are that there would be a 
sweeping flight of capital the moment it is rightly or wrongly 
believed that there is a possibility of a Labour majority at 
the next General Election. 

When Socialist politicians talk about the Bankers’ Ramp 
of 193 1 and envisage the possibility of another similar 
“ conspiracy ” to deprive them of their rights conferred 
on them by the majority of the electorate, they do not know 
what they are talking about. There is no question of any 
deliberate conspiracy. There was none in 1931 and there 
is no likelihood of organising one before the next General 
Election. All that is likely to happen is that a number of 
rich people instinctively act in the same sense without any 
collusion between them. They are too much afraid of the 
anti-capitalist measures of a Socialist Government, and if 
they have the opportunity of evading them by transferring 
their capital abroad they will no doubt do so even in the 
absence of any deliberate conspiracy. The result is the 
same as if there were such a conspiracy. The free foreign 
exchange market which enables them to shift their wealth 
abroad is, in fact, their safeguard against what they consider 
to be a bad Government from their sectional point of view. 

It might appear on the basis of this argument that the 
maintenance of a free foreign exchange market is therefore 
in accordance with the interests of the Conservative Party 
and the wealthy classes in general. To adopt this view, 
however would be the denial of the fundamental principles 
of democracy. It would be a sheer farce if the will of the 
majority of an electorate of some twenty-five millions could 
be overruled by the will of the handful of wealthy people 
who would be in a position to veto the advent of a Govern¬ 
ment elected by the majority of British citizens. From a 
purely Conservative point of view this travesty of democracy 



might appear advantageous on the surface. In reality, 
however, this is not so. The masses whose will would thus 
be frustrated might be tempted to follow the example of 
their opponents by departing from the path of strict con¬ 
stitutionality. A repetition of 1931 might arouse such 
intensely bitter political passions that there would be a real 
danger of revolutionary outbreaks. If the wealthy classes 
rely on the free foreign exchange market as their ultimate 
safeguard against a Socialist Government elected by 
constitutional means, then the masses are likely to come 
to the conclusion that revolution is their ultimate safeguard 
against such abuse of financial power. Thus, even from a 
purely Conservative point of view, it would be wiser not 
to insist on the maintenance of free foreign exchange 
dealing for the sake of its immediate political advantages. 

From an economic point of view the cause of planning 
stands or falls with the elimination of the free foreign 
exchange market. It is simply inconceivable that the 
planning authorities of any country could adequately 
function under a regime of free foreign exchange. Their 
plans would be liable to be vitiated by unexpected and 
incalculable movements of capital, and by fluctuations of 
exchange rates. The German Government would have 
been unable to carry out its policy of planned monetary 
and industrial expansion between 1933 and 1939 if it had 
allowed the foreign exchange market to remain free. 
Exaggerated inflation fears would have led to a sweeping 
flight from the reichsmark and this would have prevented 
the Government from financing its expansion. Admittedly 
this example is not altogether satisfactory, since even in the 
absence of an expansionary monetary policy the political 
policy of the Nazi Government would in itself have been 
sufficient to drive much of Germany’s liquid capital abroad. 
In the absence of exchange restrictions there would have 
been a sweeping flight of capital leading to a collapse of the 
reichsmark. But even in a country which harbours no 
aggressive designs and does not persecute any section of its 
inhabitants, the adoption of an expansionary monetary 
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policy would be a signal for a flight of capital, and this 
would frustrate the plans of expanding production. 

Once we have made up our minds that economic planning 
is in the interests of mankind, it follows logically that we 
must be in favour of controlling foreign exchange. This 
is an absolutely indispensable condition of freedom from 
want. An equally important condition is to avoid the rigid 
stabilisation of sterling to gold or to the dollar. Circum¬ 
stances may arise in which the Government will be con¬ 
fronted with the choice between a depreciation of sterling 
and its defence with the aid of measures which would lead 
to wholesale unemployment. In the interests of full 
employment and prosperity it is essential that the Govern¬ 
ment should retain a free hand to choose depreciation 
rather than having to defend sterling at an unduly heavy 
cost. Thanks to exchange control such a dilemma is not 
likely to arise as frequently as under free exchanges. Never¬ 
theless it is apt to arise if in the interests of prosperity the 
Government pursues an expansionary monetary policy. 
If for the sake of participating in international currency 
schemes the Government places itself in a position in which 
it has no choice but to abandon its planned expansion and 
to inflict misery on the country by deflationary measures 
then there can be no question of achieving freedom from 
want. 

These considerations must be borne in mind when 
examining the post-War monetary proposals elaborated by 
the British and United States Treasuries and accepted by 
the experts of thirty Allied Governments. It is outside the 
scope of this book to examine the details of the proposed 
International Monetary Fund contained in the White 
Paper published in April, 1944. Let it be sufficient to say 
that it would entail the relaxation of exchange restrictions 
and the abandonment of that elasticity of parities which is 
an essential condition of planned internal monetary expan¬ 
sion. It is true on paper it appears that, owing to the 
proposed plan, the British Government would be free to 
decide when to relax exchange control and the Fund would 
aot withhold its consent to devaluation when necessitated 



by fundamental disequilibrium. In practice, however, the 
safeguards thus provided would be far from adequate. The 
Plan contains a clause under which three years after its 
adoption any Government which has not yet removed 
restrictions on current foreign exchange transactions would 
have to consult the Fund about their retention. This 
implies that such a Government would find themselves in 
an inferior position and there would be the maximum of 
temptation and moral pressure on it to fall in line with 
“ first-rate 55 countries complying with the rule to remove 
exchange control. A situation would then arise in which 
exchange control in Great Britain would be removed so 
that the pound would look the dollar in the face, in spite of 
the great disadvantages its removal would entail from the 
point of view of economic planning and stability. 

Nor are the safeguards of elasticity of parities under the 
new Plan satisfactory. It is true the Fund is required to 
grant its consent to devaluations called for by fundamental 
disequilibrium. In practice, however, it is always possible 
to argue that a disequilibrium is not fundamental but merely 
temporary, or even that it is not disequilibrium at all. The 
British request for authorisation to devalue the pound 
owing to the adverse trade balance brought about by high 
costs could be rejected under the excuse that the adverse 
trade balance is due, not to disequilibrium, but to a 
maladjustment of industry to changed post-war requirements. 

It would be short-sighted to sacrifice our right to 
protect our internal economy with the aid of exchange 
restrictions or our right to devalue sterling whenever this 
should be necessary, for the sake of securing financial 
assistance from the United States. The price paid for 
such assistance in the form of abandoning our hope of 
freedom from want would be excessive. It is of the utmost 
importance that the public should realise that this country 
has to choose between freedom from want and monetary 
stability under the Allied Currency Plan. The adoption 
of the latter would mean that in order to qualify for 
American financial assistance the Treasury would have to 
balance the Budget by postponing or abandoning all 
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expenditure on reconstruction, social security and planned 
expansion. 

The truth of the matter is that if only this country 
adopted a policy of planned expansion it would not have 
to become dependent on American financial assistance. 
After all, the British Empire is even richer in raw material 
resources than the United States. It possesses adequate 
skilled and unskilled labour, technical management and 
organising capacity to make full use of its immense natural 
resources. This can be done without any external financial 
aid provided that the monetary authorities supply by means/ 
of an expansionary policy the financial resources required 
for constructive purposes. 

If anybody should doubt our capacity to work out our 
salvation after the War, and to achieve Imperial prosperity 
without having to borrow the necessary financial facilities 
from the United States, let it be sufficient to recall the 
German experience between 1933 and 1939. Germany 
was in a much less favourable position than this country 
will be after the War, since she possessed no adequate 
raw material resources of her own and was incomparably 
more dependent than the British Empire on imported raw 
materials. What is more, her credit system had become 
undermined as a result of a series of crises, and this made 
the task of an expansionary monetary policy decidedly 
risky and difficult. Notwithstanding these handicaps 
Germany was able to achieve the full utilisation of her 
resources after 1933, practically without any foreign 
financial support, thanks to the scientific planning of her 
economic activities. 

Another example to show that external financial assistance 
is not indispensable for a country with inadequate liquid 
financial resources is that of Russia between the two wars. 
She, too, succeeded in making remarkably good use of her 
resources, with the aid of planning, almost entirely without 
foreign financial support, in spite of the fact that originally 
she lacked the means of producing capital goods, and she 
possessed no adequate skilled labour or technical manage¬ 
ment. 
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Great Britain will be in a much better position to achieve 
the full utilisation of her resources and those of the Empire 
than either Germany or Russia was at the beginning of 
their respective industrial drives. She possesses the raw 
material resources and an unimpaired credit system, both 
of which Germany was lacking in 1933 ; she also possesses 
the means of producing capital goods, and has adequate 
skilled labour and technical management which Russia 
did not possess when embarking on her Five-Year Plans. 
There is, therefore, every reason to believe that this country 
stands a much better chance of succeeding in working out 
Us economic salvation without external financial assistance 
than either Germany or Russia did. Indeed, dependence 
on American financial assistance, so far from enabling this 
country to achieve the full utilisation of Imperial economic 
resources, would actually prevent it from doing so, for 
American assistance, whether direct or through the inter¬ 
mediary of some international financial organisation, would 
only be obtainable at the cost of curtailing our freedom to 
pursue an expansionary monetary policy. To obtain 
American financial assistance at such a cost would be 
like selling our birthright for a mess of potage. 

Admittedly it would be useful to conclude an inter¬ 
national financial agreement based on British-American 
collaboration. It would not be worth our while, however, 
to achieve this object at the cost of abandoning our hopes 
for freedom from want and planned prosperity. If col¬ 
laboration can be established without such one-sided sacri¬ 
fices on Britain’s part, so much the better. Otherwise 
there is an alternative system which should be chosen ip 
preference. The system of the Sterling Bloc that existed 
before the War and was expanded during the War by the 
admission of additional countries should be maintained, and 
if possible further expanded, after the War. This would 
mean that a larger number of countries belonging to the 
Sterling Bloc would benefit by a stable exchange rate and 
by a high degree of freedom of international transfers of 
funds without having to pay for these advantages by 
abandoning our plans for freedom from want. Foreign 
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exchange dealings with countries outside the Sterling Bloc 
would have to remain restricted, and trade with them 
would have to be largely on a bilateral basis, that is, their 
purchases from the Sterling Bloc as a whole would have 
to be roughly equal to their sales to the Sterling Bloc as 
a whole. Admittedly, this would not be an ideal system, 
but it would be a system which would not impede progress 
towards freedom from want. 

CHAPTER XIV 

PRICES, WAGES AND PROFITS 

One of the most intricate problems of planning is the 
control of prices, wages and profits. It forms an integral 
part of planning for it constitutes by far the most important 
device for planned distribution and consumption. It is 
true the Government is in a position to influence distribu¬ 
tion and consumption also by means of taxation on the 
one hand and social assistance on the other. Nevertheless, 
the combined effect of measures under those headings is 
bound to be much less pronounced than the distribution 
of purchasing power through the fixing of wages and 
profits and through the price-fixing policy pursued by the 
Government. Any change in the price level is bound to 
affect fundamentally the distribution of incomes. Those 
with fixed incomes stand to benefit by a fall in prices and 
to suffer disadvantage by a rise. The incomes of certain 
classes lag behind changes in the price level, while those 
of other classes increase or decrease to a larger degree than 
the price level. The Government, by causing or preventing 
changes in prices, is therefore in a position to increase or 
to reduce the incomes of various classes. If it exercises 
efficient control over wages and profits, it is in a position 
to change the total real income (as distinct from money 
income) of the community. 

In a Communist State price-fixing logically follows from 
public ownership of the means of production. There is 
practically only one producer, the State. It owns not only 
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virtually all means of production but also the means of 
transport, wholesale and retail trade, etc. It is virtually 
the sole employer of labour. In such circumstances, the 
Communist State naturally has to determine all prices of 
goods and services, just as in a capitalist society the owners 
of private enterprise determine the prices of goods and 
services provided by them. The power of the Communist 
State to determine prices and wages is largely independent 
of the attitude of consumers, while in a capitalist society 
there are limits beyond which even those producers who 
enjoy a monopolistic position cannot disregard the wishes 
of consumers in fixing their prices. In a Communist 
society, too, these limits exist, but they are much more 
remote, especially during a period of acute shortage of 
consumers 5 goods. It is true to say that in Soviet Russia 
everything that is produced can be sold. This fact places 
the Government in a very strong position in carrying out 
its price policy. 

The price-fixing policy in a non-Communist State should 
aim at reconciling conflicting interests between producers 
and consumers, between various interests collaborating 
in production, and also between producers and consumers 
on the one hand and middlemen on the other. One of 
the main points of difference between planning and free 
competition is exactly the conscious effort to safeguard the 
interests of all. Under unfettered competition the interests 
of producers were often endangered and sacrificed by the 
uncontrolled caprices in trends of consumption. Temporary 
changes in preferences and fashions were apt to lead to 
disastrous slumps in the prices of certain lines of goods, 
and this resulted in bankruptcy for those producers who 
were not financially strong enough to hold out until the 
preference of the^public changed once more in favour of 
their products. On the other hand, when producers 
succeeded in securing a monopolistic position they often 
abused it by making unduly large profits at the expense 
of consumers. In accordance with the basic principle of 
laisser-faire philosophy, “ everybody for himself and the 
k survival of the fittest,” every section of the community 
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endeavoured to secure for itself the maximum of benefits 
without the slightest regard to the interests of the other 
sections directly or indirectly concerned. The working 
classes, which were at first disgracefully exploited, them¬ 
selves turned exploiters as soon as th,e gathering strength of 
the Trade Union movement enabled them to dictate their 
terms. In putting forward their wage demands they had 
no concern how the increase of the cost of production 
would affect the masses of consumers. They did not care 
if the result proved to be ruinous to other trades, and if 
their higher wages meant mass unemployment in trades 
affected by their victory over their employers. As for 
the employers, it was considered natural that their sole 
concern should be to earn the maximum of profits by 
exploiting their workmen and the consumers. The whole¬ 
sale and retail trade, too, took a hand in this anarchic 
scramble for their share in the proceeds of production, a 
share which at times was entirely out of proportion to the 
services the middlemen rendered to the community. In 
many instances entirely unnecessary middlemen added 
their profits to the prices charged to the consumer. 

Under a planned economic system this scramble must 
cease. The position is not quite the same as in a Communist 
State, for the Government is not omnipotent. There can 
be no question of setting up an authority which would dic¬ 
tate prices, wages and profits and to whose decisions every¬ 
body would have to submit meekly. Democracies are not 
built that way. The first step towards the success of economic 
planning lies in the elimination of the cult of selfishness and 
greed which was established and deeply ingrained in the 
minds of the public through the teachings of orthodox 
economists. Everybody concerned must be made to see 
that, contrary to what they have hitherto been led to 
believe, they do not automatically and unconsciously serve 
the interests of mankind by endeavouring to secure the 
maximum of benefit for themselves, and that taking a long 
view it is to their own interests to take into consideration 
the interests of others. Employers and Trade Union 
officials must grow accustomed to regard their particular 
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section of economic activity as part of the whole, and they 
should be made to realise the full repercussions of their 
activities on the entire economic structure. If this could 
be achieved, there would be no need for price control of 
any kind since it would be possible to arrive at just prices 
and wages by means of give-and-take between the parties 
concerned. Even then it would be necessary for the 
Government to guide the interests concerned, for no 
sectional interest is in a position to survey the whole broad 
field of economic activity. Unfortunately, the cult of 
selfishness i§ too deeply rooted to be eliminated or even 
adequately mitigated within a brief space of time. Mean¬ 
while, the Government will have to take a more active 
part in determining prices, wages and profits in collaboration 
with the interests concerned. 

While in Soviet Russia the prices of all goods and services 
are fixed by the Government, in a planned democratic 
country there is no need to go so far. During the present, 
War the policy pursued by most belligerent countries has* 
been to discriminate between vital necessities, secondary 
necessities and luxuries. The prices of vital necessities have 
been rigidly controlled almost from the very outset. The 
Government determined the prices the producers were 
entitled to receive and also the profits wholesalers were 
entitled to charge to retailers, and those retailers were 
entitled to charge to consumers. In instances when the 
price allowed to producers was not sufficient to cover the 
cost of production and to secure a fair profit, the Govern¬ 
ment resorted to subsidising the product in order to keep 
down the prices charged to consumers. 

The prices of secondary necessities were allowed to rise 
for some time during the early period of the War. It 
was only gradually that as a result of the Prices of Goods 
Act, the Goods and Services Act, and the provision for 
the production of utility articles, a system of price stabilisa¬ 
tion developed in this sphere. It is not nearly as rigid or 
effective as the price fixing applied to primary necessities. 
Nevertheless, it reduced the effect of expanding purchasing 
powe,r on the prices of secondary necessities. 
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As for luxuries, their prices were allowed to take care 
of themselves. It forms part of the official policy to achieve 
a reduction of their consumption by allowing a sharp rise 
in their price to discourage their purchase. No attempt 
whatever was made to interfere with the upward trend of 
the prices of luxuries. As a result the rise was much more 
exaggerated than it would have been if all prices had been 
allowed to find their own level. Thanks to the purchasing 
power that becomes available through keeping down the 
prices of primary necessities, and even secondary necessities, 
more people can afford to buy luxuries than would have 
been the case had the prices of primary and secondary 
necessities been allowed to rise. 

There is no reason why a system of price control dis¬ 
criminating between primary and secondary necessities and 
luxuries should not be adopted also in time of peace. 
Primary necessities should not become once more subject 
to fluctuations due to the caprices of nature or other factors 
affecting relations between supply and demand. While in 
the long run it might be inevitable to make adjustments in 
these prices, it forms part of the requirements of freedom 
from want that the poorest classes should feel secure against 
unexpected rises. It is also important that the prices of 
basic raw materials and fuel should be kept steady in order. 
to facilitate the task of producers to calculate ahead. In^ 
the international sphere commodity pools with the object 
of maintaining steady prices must form part of the programme 
of planning. In fact, the British ana the United States 
Governments have schemes for the stabilisation of the 
world prices of basic commodities under consideration. 
Internally the Government may have to continue the 
system of subsidies as a means of preventing local fluctua¬ 
tions of essential foodstuffs. 

During the War the control of prices of primary necessities 
has not involved any sacrifices on the part of producers or 
merchants. In fixing the prices the Government is in 
consultation with all the interests concerned and a solution 
is adopted under which all of them receive a fair deal. 
There is no reason why this should be otherwise in time . 
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of peace. The fixing of prices should be done in consultation 
with all the interests concerned even though in case of 
unreasonable demands on the part of any of them the 
Government should have the final word. 

Regarding the secondary necessities, the task is much 
more difficult owing to the multiplicity of lines produced 
and sold. There are many shades of quality even within 
the same line and it would be by no means an easy task 
to impose a schedule of prices on the trades concerned. 
Here, too, the fixing of prices should be a matter of negotia¬ 
tion. The task would be greatly simplified if, as is to be 
hoped, a high degree of standardisation is achieved in the 
interests of facilitating planning in general, and of reducing 
the cost of production. 

When it comes to luxuries, it is both impossible and 
unnecessary to apply price control. The supply of luxuries 
will be limited as a result of the limitation of productive 
capacity allocated for their production and of the restriction 
of luxury imports. It is not of vital importance that the 
prices of luxuries should be kept down, because unduly low 
prices would only mean that the limited supplies would 
soon become exhausted. Let the prices of luxuries find 
their own level and provide an automatic check to excessive 
demand. What matters is that primary and secondary 
necessities should be distributed equitably among the public. 
To that end price fixing, while giving the poorer classes a 
chance to buy, might also lead to premature depletion of 
supplies. For this reason price fixing may have to be 
combined with rationing in a number of lines. 

It will be equally necessary to control wages under a 
planned system. Indeed, it is inconceivable that employers 
would meekly submit to interference with their activities 
unless there is a corresponding interference with labour. 
Wages should be fixed in accordance with a central plan. 
Under the existing system the level of wages is largely 
determined by the balance of power between the Trades 
Unions and Employers 5 Federations. As a result, in¬ 
equalities between various catagories of wages have arisen 
which are both unfair and harmful to the interests of the 



15° FREEDOM FROM WANT 

community as a whole. Under the planned system wages 
must be determined on the basis of the difficulty and 
utility of the tasks performed. This principle should be 
extended also over salaries and as far as possible over 
professional earnings and profits. 

High taxation will tend to keep profits in check, but the 
present system under which taxation tends to encourage 
careless expenditure must be changed. As a result of the 
rigidity of the Excess Profits Tax, which limits profits, in 
theory at any rate, at their pre-War level, there is a tendency 
towards neglecting the necessary efforts to keep down the 
cost of production. If this were allowed to continue after 
the War it would largely defeat the objects of planning in 
trying to raise the output. A system has to be devised 
which, while preventing profiteering, does not discourage 
the incentive to achieve low cost of production. This need 
not necessarily mean a drastic reduction of the scale of 
taxation but it will be necessary to give private enterprise 
some encouragement to increase its earnings, provided that 
this is done by the adoption of more efficient methods or 
by the expansion of its productive capacity. 

It is often argued that some of the boldest steps in the 
process of utilising the world’s resources for the benefit of 
mankind have been the result of speculative ventures which 
would never have been undertaken if it had not been for 
the prospects of vast profits. In many cases the risk of 
loss involved is so considerable that private enterprise 
becomes necessarily discouraged unless there are profit 
possibilities sufficiently large to compensate them for the 
risk taken. Under the new system it is for the Government 
to step in on such occasions, either by taking a hand directly 
or by guaranteeing the financing of private enterprise 
engaged in such tasks. 

The fact that in Soviet Russia the complete absence of 
profit motive did not prevent the most spectacular develop¬ 
ment of industries witnessed in any country in any age is 
well worth bearing in mind. If those responsible for the 
amazing development of industries in the Soviet Union 
were able and willing to perform their task without being 
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stimulated by the profit motive, surely it is not unreasonable 
to assume that in our society those in charge of industrial 
development would not fail to make a good job of it merely 
because their profit prospects are curtailed by heavy 
taxation and Government intervention. In fact, during the 
War many industrialists have done remarkably good work, 
notwithstanding the 100 per cent. Excess Profit Tax. It 
is true they are stimulated by a desire to contribute their 
share to the national defence in time of grave emergency. 
Even so, the line drawn between war aims and peace aims 
is apt to be exaggerated. It is by no means impossible to 
make industrialists, like the rest of the community, realise 
that in time of peace as in time of war it is both their duty 
and to their interests to serve the community instead of 
concentrating exclusively on selfish individual gain. For¬ 
tunately, there are signs that some of the industrialists at 
any rate have realised the change in the spirit of the times. 
The rest will have to fall in line or they will have to be 
eliminated from the system of production. 


CHAPTER XV 

CONCLUSION 

In the foregoing chapters an attempt has been made to 
indicate the author’s views on how the post-War economic 
system should develop. In this chapter we shall try to answer 
the question of how, in the author’s opinion, it is likely to 
develop, which is not necessarily the same thing. Whether 
a rational economic system will be adopted or whether the 
world will be allowed to relapse into economic anarchy is 
first and foremost a political question. It will depend on 
the programmes adopted by the leading political parties 
and on the response of the electorate to their programmes. 

The attitude of the Conservative Party towards post-War 
reconstruction is far from unanimous. The Right wing 
of the party has learnt nothing and has forgotten nothing 
since the War, and its aim is to put the clock back to 1939, 
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In this respect it is not quite so outspoken, however, as some 
of the freak parties and movements outside Parliament. 
There are some half-dozen such movements which may 
differ from each other in detail, but which all have the 
object of returning to the competitive system with un¬ 
limited profit possibilities and with no Government inter¬ 
ference. The leaders of these parties honestly believe in 
the blessings mankind is supposed to gain from profiteering, 
speculation and exploitation, all in the sacred name of 
economic freedom, on which slogan they are trading 
heavily. Notwithstanding their energy and unquestionable 
sincerity, and the substantial funds at their disposal, they 
have been unable so far to arouse much interest in the 
country. With one exception their candidates failed at 
by-elections and many of them forfeited their deposits. 
In spite of this it would be a mistake to ignore the individ¬ 
ualist agitation as a factor liable to influence post-War 
politics. There are three reasons for which it may play 
an important part, because of its strong following among 
business circles, because of the unpopularity of controls 
among the public, and because of the possibility that the 
Right wing of the Conservative Party may gradually drift 
towards officially adopting the policy advocated by the 
unofficial reactionary movements. 

Several leading industrialists and bankers whole-heartedly 
support the movement in favour of returning to unfettered 
competition. Although the declared policy of the move¬ 
ment is unfettered individualism, and the doctrines preached 
are directed as much against monopolistic business as 
against Government interference, nevertheless its leaders 
seem to be able to get on very well with representative 
spokesmen of Big Business. While they may disagree on 
the question of whether Big Business should be allowed 
to suppress small business, they join forces against the 
common enemy : planning. They whole-heartedly agree 
that the Government’s r6le must be reduced to one of 
complete passivity and that there should be nothing to 
interfere with the profit-earning possibilities and freedom 
of action of business interests, big or small. 
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The unpopularity of war controls will greatly facilitate 
the task of individualists to secure a large following affer 
the War. After years of rationing and many other forms 
of Government interference with the freedom of producers, 
merchants and consumers, a large section of the public 
will be inclined to receive favourably a programme of 
returning to non-interference. It is so easy to make out 
a case against unpopular if necessary measures, and it will 
be very difficult to persuade the public that it will be to the 
advantage of the community to submit to economic dis¬ 
cipline even after the War. The supporters of economic 
planning are doing their best to facilitate the task of their 
opponents by talking about the necessity of retaining war¬ 
time controls instead of advocating the abolition of war¬ 
time controls and their replacement by peace-time planning. 
There is a great deal in a name. 

The Right wing of the Conservative Party is inclined to 
declare itself openly in favour of the policies preached by 
the individualists outside the official party. The leading 
personalities of the former 1922 Committee and the 
representatives of vested business interests in the House 
of Commons strongly resent interference with business 
even in time of war, and are determined to fight against 
it as soon as the War has come to an end. The candour with 
which some representatives of business interests in the 
House have always played the part of the spokesmen of 
those interests is really amazing. It does not even occur 
to these gentlemen that they as legislators and members of 
the highest Court of Justice of the land are supposed to be 
above petty sectional interests. It is considered perfectly 
natural that colliery owner M.P.s should regard it as 
their main job in life to safeguard the interests of colliery 
owners in the House ; that the chief concern of directors 
of railway companies should be to look after the interest 
of railways ; that directors of industrial concerns should 
unashamedly demand measures that would secure pecuniary 
benefit for their companies at the expense of the community, 
and oppose measures which would be detrimental to the 
interests of those companies. So long as they openly admit 
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their financial interests their attitude is considered 
unexceptionable. 

Fortunately, the whole Conservative Party docs not 
consist of ? such elements. There arc a number of M.P.s, 
especially those belonging to the younger generation, who 
look upon their duties with idealism instead of seeking to 
secure sordid material benefit for sectional interests. The 
formation of a group of Conservative M.P.s by Viscount 
Hinchingbrooke in connection with the Beveridge Plan in 
February, 1943 was, beyond doubt, the most gratifying 
development in British politics since the overthrow of the 
Chamberlain Government. The aim of this group is to 
induce the Conservative Party to adopt a more progressive 
economic and social policy. Members of this group are 
more or less in favour of economic planning and of far- 
reaching social reforms. They have no intention of breaking 
away from the party, but intend to secure its control. 
Although at the time of writing they still constitute a small 
minority only (their number barely exceeds forty) the fact 
that most of the younger M.P.s belong to the movement 
opens up a vista of hopeful possibilities. The group is 
likely to increase when members serving with the Fighting 
Services return to Westminster. It is, broadly speaking, 
true that the group commands the support of most Con¬ 
servative members under forty years of age, and of many 
between forty and fifty. There is reason to believe that 
the younger generation of Conservatives has more idealism 
and public spirit than their fathers, who are unable to 
adapt their mentality to changing world conditions. Since 
this is so, the future belongs decidedly to the progressive 
group. 

There has been so far no corresponding development in 
the Labour Party, though it is as much in need of regenera¬ 
tion as the Conservative Party. The r6le played by the 
representatives of Trades Unions in the House is largely 
identical with that played by tLe old Conservative M.P.s. 
Indeed, many Trade Unionist M.P.s are conservative rather 
than Socialists, and they too consider themselves spokesmen 
of the vested interests represented by the Trade Unions. 
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It would be foolish to seek to minimise the great historical 
r6le played by the Trade Union movement in the past 
and the useful services rendered by the Unions during the 
War. The improvement of the conditions of the working 
classes and the development of the Labour Party were 
almost entirely the work of the Trade Unions. Nevertheless, 
the stage has been reached at which the political influence 
of the Unions has outlived its usefulness. They, too, are 
against Government intervention as much as the represen¬ 
tatives of capitalist vested interests—unless, of course, the 

overnment happens to be a Socialist Government con¬ 
trolled by the Unions. Economic discipline that is a 
preliminary condition of successful planning does not 
appeal to them any more than it does to Industrialists. 
The Labour Party will be unable to play a constructive 
part in post-War developments unless it succeeds in shaking 
off the tutelage of the Trades Union Council. This task 
seems to be even more difficult than the task of young 
Conservatives to rid the party of the paralysing influence 
of their elders, for most Labour politicians are not in a 
financial position to do without the support of the Unions. 

Another grave handicap to the adoption of a progressive 
attitude by the Labour Party in matters of economic policy 
is the Free Trade tradition to which many of its members 
are still attached. A number of Socialist M.P.s, sincerely 
believing that they are Socialists, are in fact side-whiskered 
Gladstonian liberals. While paying lip service to nationalisa¬ 
tion, in the same breath they declare that since the electorate 
is not likely to vote for nationalisation for a long time to 
come, it is necessary in the meanwhile to secure the efficient 
working of the existing system by reducing to a minimum 
Government interference. These Socialists are, in fact, 
much more reactionary than the progressive wing of the 
Conservative Party. 

At the other extreme there are the orthodox Socialists 
who still believe in Marxism and who can only think in 
terms of capital levy and nationalisation. Fortunately, 
more Socialists are beginning to realise that it is not owner¬ 
ship of the means of production that matters but their 



15 6 FREEDOM FROM WANT 

control, and that production under private ownership with 
Government guidance has most of the advantages of 
nationalisation without its disadvantages. 

As for the Liberal Party, it is trying to find its soul but 
has been unable to find it up to now. It is split into fractions, 
some of which are more Conservative than Liberal and 
others more Socialist than Liberal. Some Liberals believe 
that the way to live up to the name and traditions of the 
party is by advocating a return to unfettered competitive 
economy after the War. Others realise that the days of 
unfettered competition are gone and that in order to be; 
able to safeguard our political freedom we must be prepared 
to sacrifice part of our economic freedom by voluntarily 
submitting to economic discipline and planning. 

From the foregoing it is obvious that it is difficult to 
foresee what programme the leading political parties are 
likely to adopt after the War. They each have their 
Reconstruction Committees, but so far the deliberations of 
these committees have not been very conclusive, and in 
no case have they lead to the adoption of any definite 
party programme. Everything depends on the balance of 
power within the parties. It would be difficult to form an 
idea whether the Right wing or Left wing will gain the 
upper hand when the decisive moment arrives. 

It is even more difficult to form an opinion about the 
attitude of the electorate after the War. 

Taking a long view there can be not the slightest doubt 
that public opinion will be overwhelmingly in favour of 
economic planning. This does not mean, however, that 
those in favour of economic planning will be able to make 
their views prevail at the first General Election after the 
termination of hostilities. Possibly the result of that General 
Election will be determined by considerations of foreign 
policy rather than internal economic and social policy, or 
by purely sentimental considerations. 

It is conceivable that the rugged individualists will have 
their way owing to the unpopularity of the restrictions 
adopted during the War. It is easy for demagogues to 
work up public enthusiasm in favour of a return to the 
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good old days when everybody was at liberty to eat and 
drink and spend and earn as much as they liked, without 
irksome interference by Government Departments. While 
the public was willing to put up with interference in everyday 
life under the stress of war emergency, it remains to be 
seen whether the majority of people will be intelligent enough 
to realise that it is to their interest to continue to submit 
to economic discipline even after the War for the sake of 
freedom from want and planned prosperity. Unfortunately, 
the chances are that the public will only learn through 
bitter experience. It may be unable to resist the temptation 
:o recover its economic freedom in order to have a good 
time after the privations of the War. 

The result of a victory for laisser faire would be a sweeping 
boom accompanied by an orgy of gambling and uncon¬ 
trolled inflation. It is easy to imagine what would happen 
if all the milliards of pounds of potential purchasing power 
which are at present neutralised, were to be let loose and 
spent and invested in accordance with the unrestricted 
wishes of their owners. Reckless competition for the limited 
quantity of goods would lead to a steep rise in price. This 
would mean that ordinary shares would be earning higher 
and higher dividends and there would be a boom in them 
on the Stock Exchange. There would be a tendency to 
switch over from Government loans into ordinary shares, 
with the result that in order to be able to fund maturing 
debts and to borrow for reconstruction purposes the Govern¬ 
ment would have to offer higher and higher interest rates. 
The burden of the interest service and of the large public 
debt would necessitate either prohibitive taxation or a very 
drastic devaluation of the pound. Such ,a devaluation 
would in any case be inevitable if the rise in prices in this 
country should exceed those of other leading countries. 
For in the absence of restrictions on capital movements 
there would be from time to time sweeping flights of capital, 
in face of which it would be impossible to maintain the 
stability of sterling without substantial aid from the United 
States. Such assistance would only be forthcoming if this 
country agreed to' balance its budget and to deflate ruth* 
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lessly. The result would be wholesale unemployment. 
Reconstruction and adaptation of industry to a peace 
requirement and the solution of the housing problem would 
have to be indefinitely postponed. 

This experience would open the eyes of the public and 
the majority would undoubtedly realise the necessity for 
returning to economic discipline. 

Taking a long view, it is certain that those in favour 
of a rational economic system will eventually be able to 
exert a decisive influence. Should, as a result of the first 
General Election after the War, a Government be formed 
which would put the clock back, the unsatisfactory economic 
conditions that would result would in all certainty lead to 
the eventual overthrow of that Government and its replace¬ 
ment by a regime in favour of planning. Thus, while it is 
difficult to make a forecast about the trend of development 
during the first few years after the War, it seems reasonably 
safe to prophesy that within ten years, or even less, a high 
degree of economic planning will be adopted. 

It depends on the electorate whether the age of reason 
will come immediately after the War or much later after 
the failure of costly experiments in reverting to the pre-War 
system. In the long run, the choice is not between economic 
freedom and economic discipline but between economic 
discipline achieved through the free will of the electorate 
and economic discipline forced on the nation by a regime 
of dictatorship which might easily arise from the chaos 
into which the country would be plunged through a return 
to unfettered competition. 

It is not only for the sake of achieving freedom from 
want and safeguarding the stability of our democratic regime 
that the nation should voluntarily submit to a high degree 
of economic discipline after the War. What is at stake 
is not only economic prosperity and political stability, but 
also the political and economic independence of Great 
Britain and the British Empire. If this country should 
revert to the previous system it would be unable for many 
years to recover even its pre-War capacity of production, 
and would certainly be unable to achieve the full utilisation 
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of its resources. It would be faced with a prolonged 
struggle dgainst heavy odds to make ends meet. It would 
be doomed to poverty and would decline economically 
and politically to the rant of a second-rate Power. Indeed, 
even as such it could only exist on sufference by the rich 
relative, the United States. To an increasing degree it 
would become dependent on American assistance, which 
would mean the end of British independence. Beyond 
doubt most people in this country would much rather 
depend on the United States than on any other country if 
Britain were fated to depend on some other country. Never¬ 
theless, most people in this country infinitely prefer to be 
independent, and if they realised what is at stake they would 
doubtless be prepared to make sacrifices to that end. This 
country can safeguard its independence as a first-class 
political and economic power if with the aid of economic 
discipline it attains the maximum of its productivity. 
A strong and prosperous Britain can deal on an equal 
Footing with the United States, which is indispensable for 
mutual respect and a really close Anglo-American collabora¬ 
tion in the interests of peace and prosperity. 


POSTSCRIPT 

The long-awaited statement of the Government’s post-war economic 
policy was published on May 27th, *1944, in a White Paper on 
Employment Policy. 

The White Paper has the great merit of accepting some progressive 
principles. It admits the Government’s responsibility for creating “ a 
high and stable level of employment.” It admits the necessity for the 
Government and for private interests to spend more during bad 
periods—a noteworthy progress from the economy campaign of 1931. 
[t admits the necessity for a high degree of control during the recon- 
itruction period and of a modest degree of direction thereafter. It also 
luggests some useful “ gadgets ” for the creation of employment during 
had periods, such as alterations in the social service charges to be borne 
by employers and employees, and variations in the rates of taxation. 
For this reason the White Paper must be welcomed as a useful step in 
the rigft?%Urection. 

Havidgfsaid all this, we have said about all there is to say in favour of 
he Government’s post-war programme, While its provisions for the 
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reconstruction period appear to show a genuine desire to tackle th 
difficult problems this country will be confronted with, the long-terr 
policy it indicates appears to be utterly inadequate for securing fu 
employment and freedom from want. Indeed, the White Pape 
indicates a desire of adopting the minimum degree of planning that i 
considered to be politically expedient to adopt. During the transitioi 
period the Government intends to take steps to ensure that the bes 
possible use is made of the limited amount of materials and labou 
available. Once that period is over, however, everybody will be onct 
more at liberty to do his best—or worst—with little official interferenci 
beyond friendly direction of capital and labour, especially in regard t< 
the location of the new industries. Apart from this, the anarchy of fre< 
competition will be allowed to take its course. Indeed, the formatior 
and activities of trusts and combines will be discouraged, while th^ 
creation of activities of inefficient small units engaged in cut-throal 
competition will be encouraged. 

There is no indication that the Government intends to take an active 
hand in the utilisation of new inventions—beyond a mild encouragement 
of research by fiscal concessions—or of the more efficient methods o 4 
mass production. Nor to have any sign of any intention to rationalist 
industries by means of concentration. 

The falling off of employment through a decline of exports is presentt 
as an act of God, and constitutes the premeditated excuse for a failure t( 
create full employment. That an adverse trade balance, making fo 
unemployment, could be cured by a reduction of imports as an alterna 
tive to an increase of exports does not seem to occur to the Government 
Nor does the White Paper indicate any realisation of the fact that ; 
steady export trade can be assured by means of bilateral trade agreements 

Above all, the monetary policy indicated by the White Paper i 
decidedly retrograde. While it pays lip-service to the expansionis 
character of the Government’s policy, at the same time it stresses th 
necessity for balancing the Budget in the long run, which means, pre 
sumably, that one year’s deficit must be made good by a subsequen 
year’s surplus. What is worse, the White Paper proposes to terminat 
the cheap money policy which has served this country so well sine 
1932. While it is to be maintained for the requirements of reconstruc 
tion, thereafter excessive investment is to be discouraged by means o 
dear money. This means that the Government intends to abandon th 
direct control of capital issues and to revert to the “ automatic ” controv 
by means of changing the interest rates—a decidedly reactionary step. 

It remains to be seen whether the proposals outlined in the White 
Paper represent the limit of the concessions that can be expected of the 
present Government. Admittedly these concessions go far beyonc 
anticipations and, for this reason, the White Paper had a good prer 
It seems probable, however, that pressure will gradually develop t 
induce the Government to improve on its proposals concerning i 
long-term policy. 






